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ORGANIZATION AND OPERATION OF THE SMALL 
BUSINESS ADMINISTRATION 


WEDNESDAY, AUGUST 5, 1959 


House or REPRESENTATIVES, 
SuscoMMITTEE No. 1 OF THE 
SeLect CommitreE To Conpuct a Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BustNess, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 9:35 a.m., in room 
1301, House Office Building, Hon. Joe L. Evins (chairman of the 
subcommittee) presiding. 

Present: Representatives Evins, Brown of Missouri, and Avery, 

Also present: Representatives Multer and Robison; Richard L. 
Mitchell, counsel; Marie M. Stewart, clerk, and Victor P. Dalmas, 
adviser to minority members, 

Mr. Evins. The committee will come to order. 

We welcome Mr. Barnes and members of his staff as we reconvene 
our hearings on the operations of the Small Business Administration 
this morning. These distinguished gentlemen have come here on"the 
invitation of the subcommittee for the purpose of reviewing with us 
the operations and activities of their agency which were not covered 
by our previous hearings of May 11 to 13. At the earlier hearings, 
the Small Business Administration reported on its activities relating 
to the Small Business Investment Act, the financial assistance pro- 
gram, the Federal grant program, and some other activities, but 
because of the limitation of time and the broad scope of this great 
agency, there were important activities of the Small Business Admin- 
istration which we were not able to cover at that time. As a result, 
we are reconvening these hearings at this time. 

One of the important programs of the SBA is the procurement and 
technical assistance program wherein the Small Business Administra- 
tion is charged with aiding small business to assure that small-business 
economy receives a fair share of Government contracts and Govern- 
ment procurement through procurement and property disposal. 

The Small Business Act provides, in part: 

It is the declared policy of the Congress that the Government should aid, 
counsel, assist, and protect, insofar as is possible, the interests of small-business 
concerns in order to preserve free competitive enterprise, to insure that a fair 
proportion of the total purchases and contracts for property and services for the 
Government (including but not limited to contracts for maintenance, repair, and 
construction) be placed with small-business enterprises, to insure that a fair 


proportion of the total sales of Government property be made to such enterprises, 
and to maintain and strengthen the overall economy of the Nation. 


247 
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We have invited Mr. Donald A. Hipkins, Deputy Administrator for 
Procurement and Technical Assistance, to appear before the subcom- 
mittee with Mr. Barnes this morning. It is expected that we will 
receive a complete report on the activities of the Small Business Ad- 
ministration relating to this all-important function. 

There are also other important questions that have been raised con- 
cerning eligibility, size standards, and other policy matters. As a 
result, we have invited Mr. Robert F. Buck, Deputy Administrator for 
Financial Assistance, and Mr. Jules Abels, Director of the Office of 
Economic Adviser, to appear before the subcommittee later at these 
hearings. Mr. Keith L. Hanna, Controller, has also been invited to 
appear with his staff for the purpose of supplying budgetary informa- 
tion. ; 

Briefly, I should say that concerning the Small Business Investment 
Act, with which our previous hearings were principally concerned, it is 
also hoped that the subcommittee may receive an up-to-date report 
from the Small Business Administration as to the number of invest- 
ment companies licensed to date—I know that number is increasing 
somewhat—the number of proposals received, and the number of 
notices to proceed issued by the Investment Division. 

These hearings are being resumed for the purpose of ascertaining 
to what extent the intent of Congress as expressed in the Small 
Business Act has been implemented by the Small Business Adminis- 
tration and to discuss with the SBA problems encountered in their 
operations. It is the purpose of this subcommittee to be constructive 
and helpful in reviewing the activities of the Administration and 
the problems that have arisen under the act. The hearings will con- 
tinue for 2 days, convening at 9:30 a.m. on each day and continuing 
until noon. 

I am sure you all know the other members of the subcommittee: 
Hon. James Roosevelt of California; Hon. Charles Brown, of Mis- 
souri; Hon. Arch A. Moore, Jr., of West Virginia; and Hon. William 
H. Avery, of Kansas. I might now take this opportunity to introduce 
the members of the committee staff who are present today: Mr. 
Mitchell, our subcommittee counsel, and Mr. Victor P. Dalmas, our 
old friend and experienced adviser for many years who is now minority 
adviser. 

We are pleased to hear first this morning from Mr. Hipkins, Deputy 
Administrator for Procurement and Technical Assistance. 

Mr. Hipkins, we understand that you have a prepared statement, 
and you may proceed in any way you wish. The committee will be 
glad to hear you. 


TESTIMONY OF DONALD A. HIPKINS, DEPUTY ADMINISTRATOR, 
SMALL BUSINESS ADMINISTRATION; ACCOMPANIED BY JOHN 
H. BARBER, ASSISTANT BUDGET OFFICER 


Mr. Hipxins. Thank you, Mr. Chairman. Mr. Barnes has been 
unavoidably detained, but he will be here in a very few minutes. 

Mr. Avery. He just came in. 

Mr. Hrexins. As you have said, I have a short statement here 
which.I would like to read. 
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It is a pleasure to appear before Subcommittee No. 1 on the or- 
yanization and operation of the Small Business Administration, 
House Select Committee on Small Business, and to review for the 
committee the Small Business Administration’s programs of procure- 
ment and technical assistance for small business. I am particularly 
pleased that I can report progress and significant accomplishments 
during the past year in each of the major programs in this area. 
These accomplishments are discussed in detail j in the report on pro- 
curement and technical assistance programs which I have prepared 
for the committee, and which I will hand in at the close of these 
remarks. 

We have concentrated a large part of our efforts in the past year on 
the two new functions added by the permanent legislation—research 
and development assistance and helping small firms to obtain an 
opportunity to participate in the property sales and disposal programs 
of the Government, including timberland. 

In the field of research and development, we had already been 
rendering assistance to small business to some degree, and this pro- 
gram is now being expanded to encompass all phases anticipated by 
the new legislation. 

During the past year we established liaison with the principal 
Government agencies that have continued R. & D. programs and are 
concerned with the SBA activities in this respect. We have set up a 
scientific working board, composed of representatives from Govern- 
ment agencies and industry, to advise with SBA on policies and opera- 
tions so that our activities in this field of endeavor will implement 
more fully the intent of Congress and the agency can render the 
greatest possible aid to small firms in this increasingly important area 

Our Washington and field offices are staffed with a skeleton force to 
get the program underway in the field. During fiscal year 1959 con- 
tracts for research and development amounting to more than $17 
million were set aside for exclusive award to small business. 

In December 1958 we published a directory of small firms desiring 
to perform research and development work, and, with this as the 
basis, we are now in the process of updating this directory and setting 
up a registry of small business facilities capable of performing research 
and development. 

A major area in which small business participates in research and 
development work is through subcontracting. SBA is endeavoring 
to work with both large and small firms to enhance these opportunities 
of small business. Quite often small firms specializing in certain 
fields of research are needed to perform parts of prime R. & D. con- 
tracts. We therefore furnish to those small firms seeking information 
regarding R. & D. work the names of prime contractors and the 
nature of the overall requirements of the prime contracts. However, 
when we consider the increased importance placed on contracting by 
the Department of Defense and the subcontracting opportunities 
offered by the 400 major prime contractors, we can only undertake to 
provide assistance to small businesses on a minimum basis. 

Another new program—the SBA property sales assistance pro- 
gram—has been established and the field operations are now underway. 
After consulting with trade associations, small loggers, and mill 
operators, a definition of small business, for the purposes of setting 
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aside timber sales, has been adopted. Cooperative working agree- 
ments are in effect with the Forest Service, Department of Agriculture, 
and Bureau of Land Management, Department of the Interior, for 
the purpose of assuring small businesses the opportunity to receive a 
fair proportion of the Government-owned timber placed for sale. 

To date, the SBA, in cooperation with the Forest Service and the 
Bureau of Land Management has made 87 set-asides for timbersales 
amounting to approximately $3 million. 

We are now working with the General Services Administration on 
a memorandum of understanding which will cover the disposal of 
surplus personal and real property under its jurisdiction. When this 
agreement is reached, we will make similar proposals to the Depart- 
ment of Defense, as that Agency is operating under authority delegated 
by the General Services Administration. 

In the interim, while these agreements are being worked out, we are 
laying the groundwork in the field for an effective program. Our 
field offices are making an inventory of Government surplus property 
disposal locations in each region, and we have arranged to receive 
copies of invitations in order to provide guidance to small firms inter- 
ested in buying property offered for sale—such as where, when, and 
how to bid on property sales. 

In order that local business concerns and interested individuals 
may be provided the opportunity to bring to our attention facts and 
opinions regarding the timber set-aside program, a hearing will be 
held in Portland, Oreg., August 26-27. Persons unable to attend are 
invited to submit written statements to become a part of the hearing 
records. 

We have continued to make progress in setting aside procurements 
for competitive bidding by small business concerns. 

I have some charts here on this particular phase of the activity. 

If you would bring that over this way, Mr. Barber, chart No. 1! in- 
dicates the contracts awarded to small business concerns as a result 
of set-asides which have been made, and covers the years 1956, 1957, 
1958, and 1959. The total figure—would you read those figures from 
the tops of each of the columns, please? 

Mr. Barper. 1956, 8,140. 

Mr. Hrexins. That is 8 million, is it not? 

Mr. Barser. No; these are contracts awarded: 1957, 13,416; 1958, 
18,049; 1959, 24,8u0. 

Mr. Hipxins. Now get the one with the dollar volume. 

Chart No. 2? represents the value of the set-asides made. The 
first column indicates the civilian, the second indicates the military, 
and the third column indicates the total. As indicated by the chart, 
comparing fiscal years 1954 through 1959, there has been a constant 
increase in the amount of procurements set aside for small business. 
This past year, we have marked a new high in the dollar amount of 
set-asides—a total of $1,142 million, as compared with $1,062 million 
in 1958, $744 million in 1957, and $467 million in 1956. 

Mr. Avery. Mr. Hipkins, are those fiscal years you are referring to? 

Mr. Hipxins. Yes, sir. 

There has been a sizable increase, as you will note from the chart, 
in the civilian set-asides, which is the first column, as well as in 


1 See chart 1, p. 253. 
3 See chart 2, p. 254, 
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pod second column, which indicates the Defense Department set- 
asides. 

As indicated on chart No. 1, of equal importance has been the in- 
crease in the number and amount of contract awards to small business 
firms resulting from these set-aside actions. As shown on the chart, 
the number of awards has increased from 18,149 in fiscal year 1958 to 
24,800 in fiscal year 1959. The dollar amount of these awards in- 
creased from $676,749,212 in fiscal 1958 to $848,570,318 in fiscal 1959. 

We have 37 representatives assigned to 90 of the major Government 
procurement installations on a regular basis, and as just mentioned, 
the amount set aside for small business during this past fiscal year 
has reached an alltime high. However, we are also aware that there 
are more than 200 major military and civilian offices where it is 
believed an effective set-aside program could be conducted. 

To assist small firms in their undertaking to perform Government 
contracts, set aside or not set aside, information is available through 
our field offices on the many aspects of Government contracts; how to 
get on bidders lists; contractual rights; how to have payments expe- 
dited; the ever-changing rules and administrative decisions by 
Government offices; where competition is needed; where specifications 
may be obtained—and other problems encountered by small firms in 
their effort to get a portion of the large amount of Government pro- 
curement dollars expended each year 

We received 256 applications for certificates of competency durin 
fiscal year 1959, and of this number, 121 certificates were ‘nihil 
amounting to $23,234,060. This is only part of the story, however, 
because it has been necessary to make a number of plant surveys in 
connection with the certificate inquiries. This preliminary work by 
our field offices has resulted in 71 contract awards without formal 
COC action. Further, when a certificate of competency is issued, 
Small Business Administration makes frequent periodic followups to 
insure maintenance of a high standard of contract performance. 
The Agency has issued a total of 553 certificates through June 1959, 
valued at more than $87 million since the start of this program in 
1953. We have prepared a summary tabulation of the certificate of 
competency cases processed by SBA, and I should like to offer this 
information for the review of the committee at the close of my remarks. 

If you will show the certificate of competency chart, it covers the 3 
fiscal years, 1957, 1958, and 1959. The first column is the number of 
applications received, the second column is the number of certificates 
issued, and the third column represents the number still in effect 
at the close of the fiscal year. This is chart No. 3 * and it is in one of 
the exhibits, which I shall hand in for the committee at the close of 
my remarks. 

Mr. Evins. Thank you, Mr. Hipkins. We were going to ask 
you if all these charts could be reduced in form. 

Mr. Hrextins. They have all been reduced, and they are included 
in one of the exhibits which I propose to hand in, yes, sir. 

Mr. Evins. Thank ; 

Mr. Hipxins. The Small Business Administration has developed a 
facilities register which now lists more than 40,000 small plant fa- 
cilities. This facilities inventory is used to make referrals for pro- 


3 See chart 3, p. 255. 
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curements, to assist small firms in being placed on appropriate bidders 
lists, in bringing together prime and subcontractors who need each 
other’s help, and for mobilization purposes. As mentioned pre- 
viously, this inventory is being expanded, and will include a subsidiary 
inventory of facilities aut to perform research and development, 
also of small logging and milling operators that we hope will help 
increase small business participation in timber disposal programs. 

There are other areas in which help is rendered indirectly which 
enables small firms to participate more competitively in Government 
procurement, disposal, research and development, and subcontracting 
programs. For example, specifications are reviewed to insure that 
they are not restrictive or would impose a hardship on small firms. 
SBA cooperates with other Government agencies in establishing pro- 
grams governing materials and equipment which might be in short 
supply, and in the programs of disposal of surplus products and 
materials. 

Getting away from the specific area of small business participation 
in Government programs, our assistance in production matters and 
products is a service to small firms. We provide technical and pro- 
duction assistance in methods of engineering, plant layout, quality 
and production control. We have given guidance on sources of tech- 
nical information on product research and development, new product 
potential, processing methods, product and market development, new 
and industrial uses for raw and semiprocessed materials. We main- 
tain a clearinghouse for information on available products and _proc- 
esses which may be helpful in improving the competitive position of 
small business and will permit diversification and expansion or result 
in more economic utilization of plant capacity. 

SBA cooperates with other Government agencies in bringing help to 
areas of surplus labor, low income rural areas, and underdeveloped 
areas. Our program places the emphasis on a ‘build from within” 
approach and all the activities of the agency are brought together to 
render assistance in these areas. 

I appreciate this opportunity to appear before this committee and 
would be glad to answer any questions or supply such additional 
information as the members may desire. 

First, I would like to hand in, for whatever purposes the committee 
sees fit to utilize them, a number of exhibits which I shall very briefly 
mention. 

First I have a detailed report on the technical assistance programs, 
and they include a number of exhibits which also include these charts 
which were mentioned. I have a complete report on all the certificate 
of competency cases since the start of the agency, showing the status 
of each, the number, when they were completed, and the dollar 
amounts. 

I have a report on the status of the timber set-aside program; I have 
a report on the status of the President’s Conference on Research and 
Development, Technical Distribution Research, for the benefit of 
small business, and the ensuing meetings which have been held in 
various parts of the country. 

I have a report on our procurement program with the International 
Cooperation Administration, a report on the area assistance program, 
a report showing the staffing i in the field of our various offices in the 
area of procurement and technical assistance, and a summary of all of 
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the functions of the agency. I shall hand these in for whatever pur- 
poses the committee may care to make of them. 

Mr. Evins. Thank you for your very fine statement, your very 
comprehensive statement. You have certainly given an impressive 
report. 

The reports to which you refer, all of them, of the technical assist- 
ance programs, may be received by the committee for study. They 
appear to be rather voluminous, and it might be too much to include 
them here at this point. 

Mr. Hirxins. I would doubt that all of it would go in the record. 

Mr. Evins. They may be received for the study of the staff and 
will be found in committee files. However, I hope the charts you 
presented earlier will be reduced in form so that they can be received 
into the record. 

Mr. Hrexins. They are; yes, sir. 

Mr. Evins. The charts will be received in the record at this point 
along with other pertinent exhibits. 

(Charts and exhibits referred to are as follows:) 


Cart No. 1.—Number of contracts awarded to small business firms under joint 
set-aside program 
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—Set-asides made for small business at civilian and military agencies 
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CuHart No. 3.—Certificate of competency program—Comparison of activity 
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Certificates of competency, Aug. 1, 1953, through June 30, 1959 








Agency Applications | Certificates 
received issued 

ale tog tn Seayesscan at cg ese es a pets eg ne a eal nec al 1,172 553 
Dott cn cancun cust dNGacaaanbbebian Nad beenAvalinaieinmedsasceiainwuaaeie 473 231 
REE MIE cic ons ccndcdbneweddeksdotkusbosandabaenthenbentodd 31 12 
SN IN toch noo dabaescncedgionimba secon aaee ane in wens abn 87 36 
III RII 5. cn ancisi meinen anaes ae onabe nie aae meee 139 51 
IED UNE oso Adenacipandnne nude <eua eink dienedoime aspmalek 15 12 
NNER areca Sag h nat cd ckalern nat tnnetastenwiestet aan Gegee samme 181 112 
i Oe aS oe kg I Tila hes arise 20 8 
ae eee ewer ome Ene ae eaain F 201 84 
i 12 6 
INN icici cineca eit Kaep asec eg uadmadlowcmmarreaaninsae 10 2 
Se I NO oa ov a occ catia ean eae ae Snake daweadalese ll 7 
CRRIIOU IS SOUT OD PRNENEIE SPIRO. onl iicnconecccusemendcectanccmncn tebe bale 55 26 
IE CP ne on dat ecueaeonnwamankasdcunmamaaie 44 7 
NNN I his iret Clee ated aa a ae ita ws iin iaicceacua ee tts a 44 14 
Ae OUR =. 555-. = bb anathema ties acca ae ems er ae eee Faupecenae 25 12 
i bhi sad GosSemmenen cadnab eb ams abe kane lea ee cbabaen ened 04 o 302, yt. a 
SD EI hn Ss adn on td Spee ma bob k ane eesemenael 63 30 
Tee DUNN THON DANIO poo ie ie ce merce snonacsecasronsuadas 15 9 
Military Clothing and Textile Supply Agency---.-.--------- sd ccctab Gua aaus 45 20 
I a awn ne galore keine 3 1 
Sees erwincs AtimIpieeee, 5.5... oo ccc nso eee es ~eaeeks = J 33° = 20 
Treasury: Bureau of Engraving and Printing.............---....-----..----- 4 4 

nT ON Re on 8 en ca cnnieaoonmmtnhe dieses easaess a 
a Sn a lac intake Seale eS Ree Sonim mania 4 2 
wevmtens Administration..............-.5......25- Sic acs SI taal wae a DE iatanierdsesnna 





Résumé or REPORT ON CERTIFICATES OF COMPETENCY (COMPLETE Report Is 
IN COMMITTEE FILEs) 


During the period from August 1, 1953, through June 30, 1959, 1,172 certifi- 
cates of competency (COC) applications amounting to approximate sly $240 million 
were received by SBA, of which 393 applications amounting to approximately 
$92,100,000 were declined; 219 applications amounting to approximately $57 
million were withdrawn due in part to favorable SBA survey evaluations resulting 
in awards without requiring a COC; and 7 applications amounting to approxi- 
mately $700,000 were pending final action as of June 30, 1959. 

A total of 553 COC’s was issued during the period of August 1, 1953, through 
June 30, 1969, representing contracts amounting to approximately $88,600,000. 
A recapitulation shows that the estimated savings to the Government through the 
issuance of COC’s is approximately $8,200,000. This estimate is based on the 
actual tabulated savings which could be de ‘termined definitely from case records, 
with the average percentage of savings projected to the total contract amount for 
all COC’s issued. 

Analysis of the individual case performance with respect to the COC’s issued 
by the Small Business Administration indicates that of the total number of 553 
issued, 91 are active; 12 are awaiting award; 19 were awarded to other companies ; 
16 were terminated for default; 7 were terminated for convenience of the Govern- 
ment; 32 procurements were w ithdrawn or canceled; and 376 contracts have been 
completed. 
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Joint set-asides—comparison of fiscal years 1954-59 


[Dollar value in thousands] 


Fiseal year | Fiscal year | Fiscal year 





| 
Fiscal year | Fiscal year | Fiscal year 











1954 ! 1955 1956 1957 1958 1959 

— ~- ss eens ’ = [ secthentcaiaiiastl 
Initiated by SBA: 

Pe #25260 deeds 2,012 4, 030 6, 407 12, 082 19, 27% 24, 753 

WI icitckictnstvmsadoennis $372, 634 $449, 721 $566, 082 $830, 653 | $1, 390, 350 $1, 778, 441 
Agreed to: | | 

Number ........--.- cecil | 1, 667 3, 924 6,075 | 11, 851 17, 819 22, 338 

I at a a $247, 601 $386, 611 $497, 678 $744, 335 | $1,062,454 | $1, 142, 625 
Awarded: | | 

NOR 6 iogc cc denincdems 986 | 2, 663 4, 750 9, 389 13, 719 | 19, 810 

Amount. .............-...| $7911 | $193, 777 | $344, 810 $552, 573 $676,749 | $848, 570 

| | 





1 Includes 1 month of operation under the Small Defense Plants Administration. 


Field staffing, fiscal year 1960—-Procurement and technical assistance programs 





i . Approximate 
Number of | percentage of 
professional time to be 


Program personnel spent cn pro- 
assigned to gram (na- 
program tional aver- 


age, target) 


Percent 





a ee a. ae 37 | 25 
Property sales, including timber___- ae hag deliera aid aah eae aac 16 10 
Research and develop.nent.....-......--.---.---.- nica hbo a eanala hain ates 15 10 
Subcontracting-_- = a at all lchcn caer a aa elas 10 7 
General procurement assistance ------------- Sata chaaae cea dances aeons 21 15 
CT OF OI oa = acids s coma acmondstonsssaunsanaeientniboeie 8 6 
Facilities inventory-- a sepal , sepa sieg eee | 6 5 
Products assistance bcncuinsice z ane er salts | ll 8 
E OMICGNIT COE a oni. sant inseninimonnaisers camecneetchaedam 120 14 
|. bi Napanee 

DO isis iiniascisbbtcaiiemmcimamcsicigundbcinneljstia dts andi iiatata 144 | 160 








1 Includes 15 supervisory positions, 


Mr. Evins. Mr. Hipkins, we thank you for your statement. I 
rather gained the impression from hearing this that we are on the 
track of doing what the Congress wants the Small Business Administra- 
tion to do. 

In reviewing these operations, we said a few years ago that the small 
businessman would come to Washington and he would go to the De- 
fense Department, to the GSA, and to the Department of Commerce, 
and he couldn’t get the information he wanted, and he was given, to 
a certain extent, the run-around—not necessarily intentionally, but 
because of prevailing conditions. Congress in setting up the Small 
Business Administration, said, ‘‘We want a one-stop shop, a place 
where a small businessman can be provided with loans, with technical 
assistance—where he can be given answers to his problems, so that he 
will not have to go all over the lot.” 

The breadth of your statement indicates that we are in that direc- 
tion—getting guidance and assistance and information in the area in 
which the Congress had expressed intent along those lines. 
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How extensive is your prime contract or subcontracting being uti- 
lized for the benefit of small business in relation to the number of 
awards made to big business? It is my information that years ago, 
when we went around holding hearings, probably 18 percent of con- 
tracts were awarded to small business; and by insisting upon the larger 
participation and a broadening of the base, a few years later that was 
increased to 28 percent, perhaps. What is the situation today, say, 
with respect to the Defense Department? 

Mr. Hrexrins. I believe, sir, that the figures for the fiscal year just 
closed, the past fiscal year, would indicate 16-plus percent. 

Mr. Evins. 16-plus percent of all contracts awarded by the De- 
partment of Defense were awarded to small business firms? 

Mr. Hirxrns. I think that is a correct figure; yes, sir. 

Mr. Evins. And we have some report here from the Department 
of Defense that in 1957 it was 19 percent; and in another year, it was 
another, higher amount, indicating, rather than an increase, that it 
had gone down for the last 2 or 3 years. 

Are you familiar with this report of the Defense Department? 

Mr. Hiexrns. Yes, sir. I am familiar with the figures for the past 
several years, yes, sir; and there has been a decrease. 

Mr. Evins. Do you challenge the accuracy of those figures by the 
Department of Defense? 

Mr. Hirxrins. No, sir. I think the percentage has gone down. 

Mr. Evins. Is that because of, percentagewise, the amount of 
money being spent on defense for defense procurement? 

Mr. Hrexrns. I do not know whether I understand the question, 
Mr. Evins. 

Mr. Evins. In other words, we are spending more for defense and 
less going percentagewise into small business contracts? 

Mr. Hirxrns. That is right; yes, sir. 

Mr. Evins. Well, what can we do to step up that percentage? 

Mr. Hipxins. Well, we, of course, have concentrated our efforts on 
the set-aside program to try to further insure that small business does 
get a better opportunity; and as our figures have indicated, that figure 

as increased each year, although the overall percentage going to small 
business has decreased, which, in part, is undoubtedly due to the type 
of procurement that is now being conducted, the so-called weapons 
system type of procurement which, in most instances, as far as I know, 
is negotiated with large concerns. 

Mr. Evins. The committee has also been advised that in 1953, the 
year the SBA was started, the top 104 corporations were taking about 
63 percent of the defense dollar from Government procurement. 
Each year thereafter it has increased, and today it is about 74 percent 
out of each dollar. 

Mr. Hipxrns. I think that is correct; yes, sir. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Mr. Evins, may I enlarge on that answer just a 
minute? 

Mr. Evins. If you would, Mr. Barnes. 

Mr. Barnes. To put it in proper context, the Congress has been 
seeepeietee approximately $40 billion—from $36 billion to $40 

illion—to the Defense Department for defense needs, generally. 
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Now, all of that money does not go to buy supplies and materials. 
Of course, we know that and the Congress knows it. The public does 
not always think ofit. Atleast half of it goes to pay salaries and costs 
of maintenance of troops in the field and of sailors on ships, and things 
of this nature. 

Mr. Evins. Hardware? 

Mr. Barnes. Well, I am thinking more particularly of salaries and 
expenses. Only about half of that, in the nighborhood of $19 to $20 
billion, have been spent specifically, usually, in each year on supplies 
and materials. 

Now, in order to judge the amount that can be allocated or that 
can be contracted to small business, the nature of the overall procure- 
ment has to be examined. 

In 1953, at the time the Small Business Act of 1953 was passed, the 
Korean war was just closing, or had just closed. During a war period 
you spend a lot of money on food, clothing, and smaller items of 
hardware that small business can supply. 

Then, in the years following there was a proper shift in emphasis 
on the part of the officials in the Defense Department to try to get 
weapons that were competitive with other nations. This meant that 
for several years there was a great amount of purchasing of aircraft. 
Thereafter, funds increasingly went into atomic submarines, rockets, 
missiles, and so forth. 

Now, in each of these fields there may be a limited amount of prime 
contracting that small businesses can do. In our set-aside program, 
we try to screen the major contracts, as well as contracts for the minor 
items, to see if it is appropriate to set them aside. But in some cases 
we cannot honestly say that that type of item is suitable for small 
business to take as a prime contractor. However, in many instances, 
the amount of subcontracting may have increased. We have felt 
that it has. We also have felt that more emphasis should be placed 
on subcontracting in connection with procurement of a weapon that is 
beyond the capacity of small business to make as prime contractor. 

vow, I merely want to point out the difference in weapons. We 
have tried to gear our programs to reach the same emphasis that is 
being given to changes in procurement by the Defense Department. 
It is true that in the same period the weapons system concept of 
procurement has been utilized in connection with some of the weapons. 
We have been fearful that this might be extended in areas where it 
was not actually essential, and we have flagged this. We have dis- 
cussed it with officials in the Defense Department and we think that 
we have them concerned to see that it is not improperly used. The 
extend to which, even in some of these fields, the weapons system may 
lessen competition and thus lessen the chance of small firms to engage 
in Government work is, as far as I am concerned, not yet clear. I 
shall give you an example. 

In World War II electronics equipment was Government furnished. 
When I represented prime contractors at that time, all electronic 
equipment installed in military aircraft was furnished by the Govern- 
ment as GFP. The Government entered into prime contracts for 
electronics equipment. At that time I do not suppose there were 
more than three or four hundred companies engaged in electronics 
work. During the last 15 years the electronics work frequently is a 
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part of another major contract so that the electronics equipment may 
be a subcontract. 

You would think this may lessen competition; there may be fewer 
companies engaged in it as prime contractors. This is not the case. 
There are over 4,000 electronics companies that are now actively 
engaged in bidding for Government contracts. I know that elec- 
tronics equipments are increasingly used in this period, but I do not 
think that it would explain all of the increase in electronics companies. 
1 think many persons have become capable electronic engineers. 
They have branched off and started their own companies and been 

able to get good prime contracts because of their knowledge of certain 
particular fields. 

We are trying to develop information in connection with our semi- 
annual report, that we are working on now, which will furnish you 
information as to the increase in management contracts, how many 
they had each year, and the increase in so-called weapons system 
contracts. We shall try to set this up in a way that you will see 
whether there is any relation between these two things. We also will 
try to trace out the relation between the amounts spent for such 
weapons as the large rockets and missiles, atomic submarines, and 
other things. 

Mr. Evins. I think that would be helpful, Mr. Barnes. We recog- 
nize that this is a big problem, and a great amount of this procurement 
is for aircraft and missiles and rockets, in the age in which we live, 
and heavy hardware. But with a $39 billion defense appropriation 
that Congress passed yesterday, it seems to me that 17 percent is not 
an adequate amount for small business to be participating in. Now, 
the figures that I gave a while ago, I understand, do not relate to 
personnel and to salaries but relate to actual procurement. It had 
increased from 63 percent for the top 104 corporations in 1953, which 
was the percent at the time the Small Business Act was started, to 
74 percent today. That relates to procurement and not to personnel. 
Those figures do not look too good. 

Mr. Barnes. May I make one further explanation? 

Mr. Evins. Let me say that I recall the figures at my hearing sev- 
eral years ago to be about 18 percent of Government procurement to 
small business. I had gained the impression that it was perhaps u» 
to 28 percent now, 25 percent, and I find that I am in error, and « : - 
appointingly so. It is 17 percent, about what it was years ago when 
we held these hearings. 

Now, if you could, in preparing your annual report or biannual 
report, or otherwise, give us some charts to show us the percentage of 
small business participation in Government defense procurement, 
not relating to personnel but relating to hardware purchases, since 
the Small Business Act was passed, and before; if you can get the 
figures before, I am sure that that might improve the picture. Give 
it over a period of several years, and then we can get the trend and 
an average. 

Mr. Barnes. I would like to make one are explanation, and 
then I shall answer any question, of course. I did not quite finish 
what I was saying, which is this: If we talk in terms of dollars instead 
of percentages, it would appear that roughly $18 to $20 billion has 
been spent for hardware and materials and services that can be con- 
tracted. Now, of this amount, 20 percent, of course, is roughly $4 
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billion, and that is the figure that I recall that small business has 
received. It has hovered in the neighborhood of $4 billion for a 
number of years, for 5 or 6 years or more. The dollars referred to in 
the set-aside program are included in that $4 billion. That has been 
increasing. 

This $4 billion and the 16 or 18 to 20 percent does not include the 
amount small business may have received from subcontracting. We 
have tried to develop some accurate figures on this, but I do not think 
we have them. Our estimates would indicate that there is perhaps 
another $4 billion that is subcontracted to small business in addition 
to the $4 billion received as prime contracts. 

My own experience in procurement, and when I was associated with 
large companies, would indicate that perhaps more than $4 billion, 
or more than 25 or 30 percent of the prime contracts go to small 
businesses in subcontracts. 

Now, as Administrator of the Small Business Administration, I 
have had to choose between insisting that we spend a lot of time gather- 
ing statistics, and I have to tell you that it is an enormous job to try to 
get these statistics. I can tell you individual companies that issue 
14,000 procurement orders—purchase orders—a week. To insist that 
& private company keep a record of contracts on a volume of business 
that size would add considerably to the prime contract cost, and it 
might not increase the amount that goes to small business. Rather 
than concentrate on statistics, with the relatively few employees we 
have, Mr. Hipkins and myself and the other SBA people have felt that 
we should concentrate our efforts on actually getting the contract, 
getting the dollars to small business. 

Mr. Evins. I think the committee will feel that that is very 
important. We are not so much interested in statistics as we are in 
results. The real issue is whether or not the SBA has its sleeves 
rolled up, so to speak, going after these contracts or subcontracts for 
the small businessman or whether it is occupying its staff compiling 
statistics. 

Now, that firm you referred to a while ago, 14,000 placement orders 
in a limited period of time, would not appear to me, without more 
information, to be the type of small busmess concern which we are 
primarily concerned with. 

Mr. Barnes. What I meant to say was that I am sure that 90 or 
95 percent of those purchase orders go to small businesses. There is 
not much to be gained from trying to have them keep a record of it. 
The other subcontracts of that company would be few in number. 
It might be possible to break down the dollars there. We have tried 
to collect some figures, but they are incomplete. They only deal with 
three or four hundred of the Defense Department’s major prime con- 
tractors, and, as you may know, I have been asked by Mr. McGuire, 
the Assistant Secretary for Supply and Logistics of the Defense De- 
partment, to maintain liaison with his Office. Mr. Ted Haugh is 
stationed there all the time, and there is not a day goes by that we 
are not in a conference with some office in the Defense Department 
relative to revision of regulations or debating the setting aside of a 
new type of item for small business. This is a constant work on our 
part, not only in all field offices but at high level here in Washington. 
I have never had anyone indicate to me that any of our people were 
not arguing fiercely to represent the interests of small business. 
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Mr. Evins. I was not saying that, Mr. Barnes. I was just saying 
that vigilance and diligence are the things that are sum to get the 
job done, as I am sure we all recognize—and that on all levels. 

Counsel has referred me to your statement before the Senate Small 
Business Committee, dated April 22, 1959, in which you stated that 
you had made nine surveys of this subcontracting program and they 
were anything but encouraging. I read from your statement: 

Like most voluntary programs, the company policies are of such a general 
nature that little or no specific assistance to small businesses is accomplished. 

Mr. Barnes. Since that time there have been some developments 

Mr. Evins. You say in the statement further: 

The prime contractors were not familiar with Small Business Administration 
services, nor have they sought the assistance of the Small Business Administration. 

These are your own statements to the Senate committee. 

Mr. Barnes. That is right, sir, and I was expressing my opinion 
at that time. I think I further said that we had undertaken to obtain 
some changes in the program. Well, we have been negotiating with 
the Defense Department on those changes, and we are quite far along 
toward having some revisions made in the overall program. I think 
we shall have an announcement soon that will indicate that this pro- 
gram has been considerably beefed up. 

Some of the people in the aircraft industry have pointed out to me, 
on the basis of what I said there, that our sample was not very large— 
that the 9 cases were not a very large sample if there were 400 or 
more prime contractors engaged in the program. 

In fairness to them, I want to say that they represent that they are 
in reality spending a lot of time, a a of energy, as prime contractors. 

Mr. Evins. Mr. Barnes, I am sure you must recognize that this 
committee appreciates the fact that you have a tremendous job in 
this field, and we want to uphold your hand and support you and give 
you support whenever possible. 

Now, you have indicated that some thought would be given to 
amending the SBA Act to give you more authority in this field in the 
way of subcontracting of Government work. 

What, specifically, would you recommend in the way of amend- 
ments to the SBA Act to implement your authority? 

Mr. Barnes. I may have said something at some time that I do 
not recall now. My present recollection is that I commented on this 
in connection with a bill, S. 2032, introduced by Senator Sparkman, 
which had a definite suggestion in it, I said that section 3 of the bill 
would extend the joint determination set-aside programs to subcon- 
tracts. This program would, of course, be of particular significance 
under the weapons system type of procurement. This procurement 
method was the subject of hearings conducted by the Select Committee 
on Small Business of the Senate, and also presently is under investiga- 
tion by the Subcommittee for Special Investigations of the Committee 
on Armed Services of the House of Representatives. We anticipate 
that the Committee on Armed Services of the Senate, in considering 
S. 500, will look into the problems of subcontracting under this pro- 
curement system. I believe it may be desirable to withhold taking 
action on section 3 of the bill until the record of these hearings is com- 
pleted, and available for study. 

Mr. Evins. Senator Sparkman has introduced a bill to implement 
your authority, and Senator Saltonstall has put in S. 500. 
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Mr. Barnes. My comment was directed to these two bills. 

Mr. Evins. Do you not have authority now, Mr. Barnes, under 
section 8(a), to enter into prime contracts with Government agencies; 
and also authority in the field of subcontracting? 

Mr. Barnes. Yes, sir. 

Mr. Evtns. How extensively have you done that? 

Mr. Barnes. We have not entered into any prime contracts. 

Mr. Evins. That is what I thought. Why have you not done that? 
You have that authority already, and it has not been used? 

Mr. Barnes. Yes, sir. It was my feeling, after very careful study 
given to the authority and what could be done under it and to the 
experience that we had had under it—and we did have some expe- 
rience, as you know—our predecessor agency, the Small Defense 
Plants Administration, entered into some—I think it was nine, prime 
contracts. At the time the Small Business Administration was cre- 
ated, we assumed the administration and took over those prime con- 
tracts and completed them successfully, or at least as successfully as 
it was possible to do so. 

The fact is that under this system, there are tremendous adminis- 
trative problems for us. We take the prime contract. It provides, 
in effect, a double system of administration of the contract. The 
Defense Department, or whatever agency you contract with, of course, 
has to administer its own contracts, and then we, in turn, relet parts 
of the contract to small firms, or all of it to one small firm. But you 
must continue, then, to provide administration to supervise the con- 
tract, to see that the subcontractor performs. Otherwise you will 
cause delays in Government procurement. 

Mr. Evtns. Mr. Barnes, do you not think that entering into one 
small prime contract in one industry would have a psychological impact 
on all the concerns in that industry, as far as seeing that small business 
receives a larger proportion of the Government procurement, or more 
subcontracts let? You would not have to do that extensively, but a 
few examples every now and then might serve a valuable, useful 
purpose. 

Mr. Barnes. May I say, I am not at all reluctant to do it, if I see a 
situation in which it is appropriate and I have twice been almost to 
the point of signing a contract, but each time something else gave way 
along the line. The ultimate desire is to get a contract for small 
business and if this can occur in the course of the negotiations, there is 
no reason why we should not step aside. 

Now, as long as we are willing to do it, and I tell this committee 
again that I am—the times, however, in which a prime contract is 
appropriate are fairly few and far between. I think in a period of 
national emergency, when the procurements of the Government have 
to expand rapidly, this is a very useful tool. We could at that time 
take over, for instance, from the Government procurement offices the 
contracts for pallets and for certain standard items like it, and im- 
mediately channel the work out to small firms. 

But at present time, the proposition has been put to me—sometimes 
you can solve them by a loan. You can—sometimes a contract will 
show up right at the time the person is requesting one. 

Now, I have had some fantastic ideas put to me also about subcon- 
tracting, that we insist that the Defense Department 7 rocure in new 
kinds of weapons, and all this kind of thing, which I do not think is 
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our field. They have research people to ascertain the validity of new 
types of weapons. 

Mr. Evins. It is true that we are all happy that we have a prosper- 
ous economy. We are not in a period of recession, but there are 
pockets in the country of hardships in certain industries—say the 
textile industry in New England. People are coming down here and 
telling us what a bad situation they are in. The act says you have 
this power whenever you determine such action is necessary. It does 
not say in this specific instance of national emergency, but whenever 
you determine it necessary. 

Now, one of the examples in the textile industry might be necessary, 
in your judgment, and it might serve a useful purpose of example. 

Mr. Barnes. Let me answer that by saying that the Defense De- 
partment has authority, itself, to give a priority to a firm that is ina 
labor surplus area, and they can issue those contracts even taking 
priority over the set-aside program in small business. 

Mr. Evins. Now, Mr. Barnes, that gets back to what we said 
originally, that we wanted a one-shop situation where small business 
could turn for solution to its problems, or assistance with its problems, 
and SBA was made a permanent agency because the Defense Depart- 
ment was not doing the job in this area. It is much easier to let a 
big contract for one airplane or one carrier and say, ‘‘Now, you tend to 
the rest of it.” I find that most Government agencies, some others 
that I am familiar with, will not limit the contractors. It is much 
easier to deal with one than with a broader base. 

Now, it seems to me that it is one of your purposes under the law to 
broaden the base and have a wider area of contracting. You are not 
to limit yourself, as I understand the law and the policy, to one or two 
or a few, and to follow the pattern of the Defense Department. 

_ Lam not going to utilize all the time. I could ask a lot more ques- 
tions. 

Mr. Barnes. Mr. Evins. The Defense Department actually is 
setting aside and giving priority to work in labor surplus areas. This 
is an active program over there. It is not limited to small firms, which 
kind of precludes us from taking the lead in it. But we do not hesitate 
if a firm in a labor surplus area has problems to get them in this 
program. 

Now, it is sometimes counter to our own interests to do so, because 
we may prefer to have the contracts set aside, rather than to see them 
go to labor surplus areas. But I think what I was trying to say was 
this: The primary responsibility, by law and by Executive order, for 
getting Government work into labor surplus areas is not placed on 
us, but on the procurement office itself, in this case the Defense 
Department, and they have their procedures established for doing it, 

Mr. Evins. Mr. Avery? 

Mr. Avery. I just wanted to ask one question at this point, Mr. 
Chairman. : 

Mr. Barnes, do you not approach this problem of Small Business 
Administration seeking prime contracts by your joint set-aside 
program? Do you not accomplish virtually the same thing? 

Mr. Barnes. Yes. Of course, that enables them to buy competi- 
tively. The problem is, if a company that wants defense work has 
bid and does not get a contract, he wants someone to give him some 
work. He does not really care how he gets it, but he wants to get 
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a contract. Well, under our system, he can bid competitively under 
the set-aside program, or, if he has particular qualifications, he can 
be negotiated with by the Defense Department if they have work for 
him. But I think that the increasing success of the set-aside program 
is testimony that it is being utilized by small firms. It is biting in. 
We are beginning to get increasing complaints from larger firms, 
from firms that do not like the size standards; they do not want to 
include their affiliates, they want subsidiary companies to be given 
work, and this is all evidence of the fact that the set-aside program 
is effective and is channeling work exclusively to small firms. 

Mr. Avery. Well, I was directing my observation more to the joint 
aspect of set-aside programs. As I understand it, that is the pro- 
cedure whereby a major contract, not necessarily a base contract, may 
be broken down into segments so that a small business would be 
eligible to receive the certificate of competency, where otherwise they 
would not be so certified. ' 

Mr. Barnes. This is true of certain types of articles where it is 
possible; I mean, such as uniforms or other items, shoes, where they 
would perhaps normally have issued contracts for a half million pair, 
we shall say, of shoes. Under the set-aside program, either part or 
all of that can be set aside. 

Also, there is an additional, very beneficial thing for small business, 
in which they are permitted to bid on Jess than full amount, and some- 
times two or three of them can come in and bid even on a contract 
that is not entirely set-aside and get it. So it does, in that type of 
contract, have roughly the same effect as the prime contract authority. 

Mr. Avery. That is all, Mr. Chairman, at this time. 

Mr. Evins. Mr. Brown? 

Mr. Brown. Mr. Barnes and Mr. Hipkins, do you feel that now 
since we are going through this transition period in our defenses, 
where we are changing from manned aircraft to missiles and so forth, 
that some of these prime contractors are doing more of their own 
work and subcontracting less and less? 

Mr. Barngs. I have evidence of that fact from some of the com- 
panies. I do not think all of them are. I have to answer this ques- 
tion on a personal basis, from my own knowledge of the thing. I 
believe that sometimes more items are included in a weapons system 
than are essential. 

In ground handling equipment, for instance, some of this can be 
performed by trailer manufacturers and others. I have one example 
of a company from Kansas that developed a huge trailer and case to 
‘arry one of our major missiles. They produced it in a very short 
period of time. The company had been making flat-bedded trucks 
for automobile bodies, and they devised an unusual type of a carrier 
in ground handling equipment. When it came to an underpass, the 
missile itself could be rotated in the piece of equipment so that the 
fins would pass under underpasses. This company only had 250 
employees, I think. 

Well, the tendency is, if all ground handling equipment is placed 
under the weapons system, it either is manufactured by the prime 
contractor, or frequently is subcontracted to a large firm. It is beyond 
our reach, at least, so that my only personal feeling is that we should 
study this and should continually screen to see that more is not 
included than should be. 
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Mr. Brown. I appreciate that comment. 

Now, I ran into this situation recently. I shall not use the name 
of the company, because I do not want to put any particular blame 
on one company, but let us say the XYZ aircraft manufacturing com- 
pany had prime contracts, and, of course, their volume had been going 
down and down and down. Well, they reached a point where they 
wanted to increase their own volume, which is a normal incentive, so 
they just started doing a part of the work that they had been sub- 
contracting in their own plant. But it reached this incongruous 
situation where they had to go into my particular area and advertise 
in the newspapers to get the skilled workers to do that work, and it 
resulted in one of my small business concerns in my area having to 
close its doors because they lost the subcontract and lost their em- 
ployees. Now, is that an unusual situation, or does that happen 
pretty generally? 

Mr. Barnes. Well, in order to answer the question honestly and 
fairly and frankly, I have to say this. I think that rarely is this a 
policy of top management of the large companies or the prime con- 
tractors. Of course, top management is anxious to keep their staff 
together if there is a period in between contracts. However, most 
of the time, when I have investigated individual cases, I find that 
it will be some plant superintendent or a head of a smaller de- 
partment who feels that if the employees under him are reduced 
from 300 or 400 down to 10 or 15, something is going to happen to 
him. So he gets busy and builds an empire. I have seen cases where 
that happened. What I object to most is where I find evidence that 
a large company will call for subcontract bids, and in effect try 
to pick the brains of their small suppliers. Then this knowledge 
will appear later as their own design and their manufacture. We 
have seen evidence of all this, but then this is the kind of thing I 
think we would expect if we are going to be taking care of com- 
plaints in such a broad field as procurement. 

Most of the time, when you finally get down and talk with the 
executive vice president or the vice president in charge of manu- 
facturing, he will say, ‘‘We did not intend to do this, this is not our 
policy. We do not want to put these suppliers out of business, nor 
do we want to take their designs and their plans.’”’ Usually, they 
will correct it. 

Mr. Brown. Now, in the situation I gave you, which is an actual 
instance, do you, under the law, have the authority to go in and try 
to get that corrected, because it resulted in the Government paying 
more for the unit than it was paying under the subcontract setup? 

Mr. Barnes. We have the authority to investigate it and then to 
consult with the procurement office that is administering the contract, 
to object to it, and particularly if there is a financial matter involved, 
to bring that vigorously to their attention. This usually results in 
action on their part, and they have the actual legal authority to do 
anything about it. We do not. 

Mr. Brown. You do not have the actual legal authority? 

Mr. Barngs. No, sir. 

Mr. Brown. Under the Renegotiation Act, does the Defense De- 
partment have the authority to object vigorously to such practices? 

Mr. Barnes. In the past, and up until now, under the procurement 
law, when a contract was entered into with the prime contractor, 
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the make-or-buy decisions which determine that question are within 
the province of the contractor. They can only object if it can be 
shown that there is a financial disadvantage to the Government or 
there is a quality disadvantage. 

Under procurement regulations that we presently have, in very 
advanced stages of negotiation with the Defense Department, these 
procurement regulations would be changed. The Defense Department 
would be injected into the make-or-buy decision in appropriate in- 
stances, and there would be retained after the execution of the con- 
tract more authority than is presently retained, to intervene in such 
situations. 

Mr. Brown. Now, let me jump from that to another problem I see 
arising that is going to get more serious. Let us see if you agree and 
if there is anything we can do about it. 

The Government owns a lot of buildings around this country that are 
currently leased to big companies who are prime defense contractors. 
Now, as the need for manned aircraft declines, I am seeing more and 
more idle space in these buildings. For instance, there is one in 
Kansas City, where I do not suppose that they are using 10 percent 
of the total square footage. Naturally, their payroll has declined, and 
they have a problem—that company does—of whether to keep that 
plant open or not, or whether just to discontinue that branch of their 
operations. 

One of the factors is that the tremendous cost of the lease—that is, 
for the total square footage—does not justify the continuation of 
operation. 

Now, it would appear that part of that space might be utilized by 
some other manufacturers, so that the major manufacturer would not 
be saddled with that whole load. Have you or the Defense Depart- 
ment ever made a survey of idle production capacity in this country 
in Government-owned buildings? 

Mr. Barnzs. We have not, sir, and I cannot speak for the Defense 
Department and the GSA. They would no doubt have an interest, 
also. I would expect that under our surplus property program, we 
would get into that field eventually. 

Mr. Brown. Yes, but it has to be a totally idle building; that is, 
a building has to be relinquished by the company holding the lease 
before it goes into surplus property, does it not? 

Mr. Barnes. Yes. 

Mr. Brown. I wonder if there would be any value to small business 
if there were some sort of an inventory taken where small business 
might be aware of some idle space that they might lease from the 
Government in instances like that? 

Mr. Barnes. I am informed that we have in some cases assisted 
small companies to get into Government space, but we have never 
made a survey. 

Mr. Brown. Well, I just want to know, do you feel that it might 
be of any value to you? 

Mr. Barnes. Well, it might be under some future pooling arrange- 
ments that there would be some advantage. It might be, as manu- 
facturing space becomes more scarce, if the economy continues to ex- 
pand, that it would be possible to utilize some of this space. 

I shall be glad to check into it and to see what might be done. 

Mr. Brown. All right. 
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In the meantime, Mr. Chairman, I suggest that we contact GSA. 
I am of the opinion that GSA might not necessarily have these build- 
ings under their control. I know the Army, the Air Force and so 
forth, still hold the contracts. 

Mr. Barnes. I think you would have to talk to both of them. 

Mr. Mircneu. Under the National Industrial Reserve Act, GSA 
has supervision of national industrial reserve stock. Would that be 
an item under that? 

Mr. Barnes. Well, I am sure that if a Government agency gives 
up their interest in a piece of property, including a building, they may 
do it by either declaring it surplus and turning it over to GSA, or 
making it available to another Government department that can 
utilize it. You would have to get the information, I think, from both 
GSA and the Defense Department. 

Mr. Evins. Mr. Brown? 

Mr. Brown. Now, another point: I am disturbed, too, about the 
division of authority in the defense operation as far as small business 
is concerned. 

Mr. Hipkins just said that in these defense procurement installa- 
tions, 200 major military and civilian offices administering the set- 
asides, the Defense Department has a so-called small businessman at 
these places, and we have a Small Business Administration man who 
goes around, but you are understaffed, and they just get around oc- 
casionally. Is it absolutely necessary to have both the SBA and the 
military doing this? Why could not and why should not the SBA be 
doing it entirely? 

Mr. Barnss. If you have a joint determination program, obviously 
it looks toward having two parties agree, and the representative of the 
Defense Department is usually their small business specialist. He is 
the man who is continually employed there at the particular center. 

The contracting officer may be a military personnel, and may be 
transferred every 2 or 3 years. He has responsibilities in addition to 
his small business duties. He provides services, information, is an 
inquiry center when small businesses come in, and does other things. 

The Small Business Administration representative devotes most of 
his time to actually screening contracts, setting them aside and han- 
dling problem cases, where there are complaints involved. 

Now, during the last year, we inaugurated the class set-aside 
system, which in my opinion, as it becomes increasingly used, will 
mean a great deal in the utilization of the time of the Small Business 
Administration representatives. We will not have to review in the 
future, as we have in the past, every order for items. 

In the past, it may be that one month there would be two or three 
contracts for one specific type of an item, maybe paint or something 
of this nature. This meant that our personnel had to review each 
one of those items. We are now and have been for some months 
engaged in reviewing items, and if it is one that is normally furnished 
by small businesses, it is given an indication so that there is agreement 
that items of this type are in the future set aside, and we do not have 
to review it individually. 

Mr. Brown. With that system, Mr. Barnes, and if you had ade- 
quate personnel] to sit right there to protect the interests of small 
business by watching these contracts that are going out, why is it 
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necessary for the Defense Department also to have a person doing 
that? 

Mr. Barnes. Well, I think this is within the area of congressional 
inquiry and study, rather than to ask my opinion on it. 

Mr. Brown. Well, do you think you could do it if you had adequate 
personnel? 

Mr. Barnes. We could if we had the continued collaboration and 
cooperation of the Defense Department. The Smaller War Plants 
Corporation, during World War II, operated very effectively, as far 
as I am able to ascertain, in a time when there were more contracts 
than there were contractors. That situation does not exist now. 
At that time they acted only in an advisory capacity to the Defense 
Department, and they would be called in to find a contractor or to 
indicate what types of items should be contracted with small 
businesses. 

The situation now is not exactly the same, of course; there are more 
contractors than there are contracts, and this means that you have to 
do more work with the contractor. The Defense Department has 
the basic responsibility for the buying, so they believe that they should 
have a voice in the decision of whether small firms can do the work 
effectively or not. 

I have made representations in the past on this matter within the 
executive branch, and we have debated with the Defense Department. 
It is a matter as to how the system works and does it work the way 
Congress and the Defense Department people and the small businesses 
in the country feel it should work. 

Mr. Brown. Well, I think the chairman made the best point of all, 
and made it very well, when he said that the intent of Congress is 
that the Small Business Administration shall be the one focal point 
where small business can get its share of procurement. That is the 
intent. 

Now, I cannot for the life of me see why, if there is a Small Business 
Administration man at a procurement point, where he is in there fight- 
ing for small business, and by fighting, I mean selling and persuading 
the Defense Department to buy from small business, I do not see why 
the Defense Department ought to have 200 men doing the same thing. 

If Congress told the Defense Department to cooperate, surely they 
would cooperate with him; would they not? 

Mr. Barnes. I think they would; yes, sir. This is very complex, 
and I do not want to speak for the Defense Department on this, 
because I shall have to admit, they have some very good arguments, 
and I shall just outline in brief, somewhat, the situation. 

It gets into the chain of command problem in the Defense Depart- 
ment. The actual buying, as you know, is done by the services 
themselves. The Defense Department is supervisory, and policy- 
making. The authority to buy is vested in the services and passed 
down eventually to many contracting officers that are responsible, 
through a chain of command, to the chief of their service. 

Now, these men, many of them, are rotating. They are men that 
may have active service for a while and then they are assigned to a 
particular desk job for a period of 3 years or more. They may be 
very capable, but they must also place heavy reliance on their staffs. 

Now, the small business specialists are assigned to the staffs of these 
men, and are advisory to them on how to answer and how to deal 
with some of these specific problems. 
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I would be the last to say that all of the contracting officers are 
not sympathetic with the program. I have found many of them 
that are willing to go quite far, much further than the regulations or 
what appears in the paper about it. But this small business specialist 
does provide a continuity of the program; I will say that. The feel- 
ing, I think, of the Defense Department is that if the advice did not 
come to them from their own staff, if it came to them from outside, 
from another agency or department, they would not, due to the chain 
of command, feel as bound in making their decisions as they do if it 
is a staff decision arrived at in their own office. 

Mr. Brown. Well, now, I think that is a mighty thin reason on 
their part. 

_ Mr. Barnes. They may have some other reasons. I am just say- 
ing 

Mr. Brown. If that is their only justification, I believe it is too 
thin to spread. 

Let us assume a situation where a contracting officer must purchase 
500 oil drums. A procurement order went out and a copy of it went 
to a Small Business Administration representative right there, and 
this Small Business Administration representative knew of several 
companies which were in that business—small businesses—and sent 
them the specifications on the oil drums and said, “Hey, get in here 
and bid, they are going to buy 500 oil drums.” As far as that con- 
tracting officer’s business is concerned, if the bids meet the quality 
requirements at a reasonable price, or if it is competitive—the lowest 
bid, that is all he is really interested in, is it not? Or it is all that he 
should be interested in? 

Mr. Barnes. That is primarily his basic responsibility. Now, in 
addition, through the agreements that we have negotiated with the 
Defense Department and through certain language that has been 
written into the statutes governing procurement by the Defense De- 
partment, there has been the additional duty imposed upon that 
officer to ascertain that a fair share goes to small business, and that 
they have a fair opportunity to bid and to observe the general small 
business programs of the Government. This is the duty of that 
officer as well as it is my duty, and the part of the view of the Defense 
Department is that this primary duty, through the chain of command, 
is passed directly to that officer. 

Mr. Brown. There are 237 people doing it. That is, 237 people 
trying to assure that the policy of Congress is maintained. If we 
could take your 237 and maybe add to it another 100 or so, we would 
be saving a little money and probably be getting a better job done. 
I would just like to see the Congress explore that. 

One other point, and then I shall turn this thing back. We have 
been holding milk hearings around the country. We are quite dis- 
turbed over this concentration of economic power in the hands of 
fewer and fewer companies, and the tremendous number of mergers 
that are going on in that field in the dairy business. Now, this Gov- 
ernment buys a lot of milk, and I get the impression that milk con- 
tracts at the various defense installations have been under a small 
business set-aside in many instances, is that not true? 

Mr. Barngs. Yes, sir, in Many instances. 

Mr. Brown. Is it true in all instances? 











OPERATION OF THE SMALL BUSINESS ADMINISTRATION 27] 


Mr. Barnes. We have not set it aside everywhere. We require 
that there must be several small businesses before we set it aside. 

Mr. Brown. Well, that is under the terms of the act? 

Mr. Barngs. Yes, sir. 

Mr. Brown. I get the impression here of late that the discrimi- 
natory pricing practices in private trade channels that have forced 
a lot of small dairies out of business are being carried over into these 
Government contracts and that certain concerns are targeting a 
defense installation and offering to serve it at a particularly low price 
in order to get that business, because that may be the lifeblood of 
two or three small dairies, the ones that they are also targeted to 
take over. 

I see it breaking down in the defense installation—the set-asides— 
breaking down to the extent where three or four that were set-asides, 
I am told, are no longer set-asides. 

Now, the Government doesn’t want to pay a premium price for 
milk. We would all agree on that. We don’t want to get it to a point 
where it is a lead pipe cinch 

Mr. Barnes. I am not sure I understood exactly what you meant, 
Mr. Brown. You say there is evidence of the fact that there is an 
increase in price in the Government bidding, or that the discriminatory 
pricing, that it is lower 

Mr. Brown. No, I am sorry, I didn’t make myself clear. 

I am told by people who know that at three or four defense installa- 
tions that they know of, where milk procurement has been on a 
set-aside, small business set-aside basis, it is no longer on a set-aside. 
And that generally it is breaking down. 

The Government surely doesn’t want to be a party to any dis- 
criminatory pricing policies that will destroy small business. 

Mr. Evins. Since this is under the jurisdiction of another sub- 
committee, perhaps that should be taken up there. 

Mr. Barnes. I can answer very quickly this way. You must recall 
that we do not make a set-aside unilaterally. We have to have an 
agreement. In about three or four cases, not many, we have had 
set-asides in connection with purchase of milk near a Government 
installation, where subsequently we have not had set-asides. This 
has been because the contracting officer has subsequently refused to 
agree to the set-aside by reason of some problem in performance of 
the contract by the londkedtinns that had the contract. 

It is not evident to us that there is any pattern of withdrawal from 
set-asides. We may have withdrawn from a few, but we have also 
made a few in other installations. And it may be due to local con- 
ditions—perhaps where there are fewer dairies. 

I am a little bit reluctant to mention this, but so far as my atten- 
tion has been called to it, we have had more complaints in connection 
with the extension of activities of some cooperatives in the dairy 
industry, and the impact on small business, than we have this par- 
ticular situation in connection with the set-aside. 

I said this a year or so ago, and it caused such a furor from people 
that represented the cooperatives that I am reluctant to bring it up 
again because I heard from about 15 or 20 congressional offices asking 
why I had said it. And I just merely reported it as a condition and 


indicated that congressional committees had held extensive hearings 
on it. 
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One representative of a co-op made even somewhat threatening 
statements about what Congress was going to do to our appropriation, 
because I dared to mention the word “co-ops” here. I just repeat 
that the co-ops have a strong competitive position in the dairy in- 
dustry, when they begin to deal with an individual small business. 
And this, as I said before, is a problem in some areas. 

Mr. #vins. Mr. Barnes, we certainly don’t want to cut off ques- 
tions or answers, but on this subject I think perhaps it would be appro- 
priate to let the Subcommittee on Dairying exhaust the subject fully. 
It seems to be an almost inexhaustive subject. 

Mr. Brown. Thank you, Mr. Chairman. 

Mr. Evins. Mr. Multer? 

Mr. Mutter. Thank you, Mr. Chairman. 

Mr. Barnes, have the number of inquiries from Congress on procure- 
ment lessened over the years since you have taken over? 

Mr. Barnes. Yes, sir; appreciably. 

Mr. Mutter. That was what I thought, too—that you are getting 
to the people, letting them know the job you are doing, and that you 
are ready to assist, with the result that they come to your agency and 
let you do the job, "rather than coming to Congress all the time. 

Mr. Barnes. People come to Washington, and they like to call on 
congressional offices. They are fond of their Congressmen, as you 
know. And we get referrals from congressional offices. But we get 
more brought to us directly than from that source, by many times 
over. 

Mr. Mutrer. Again, I say that is an indication that you are letting 
the people know what your offices are supposed to do, and you are 
serving them properly so they don’t have to be knocking at our doors. 
all the time. Certainly, not to the same extent that they did in the 
early days and certainly not to the extent they did when there was no 
SBA. 

The question of missile contracts and the extent to which larger and 
larger contracts are let as single contracts today, of course, always 
creates difficulty as far as small business is concerned. 

Do you have a small business specialist assigned to these big installa- 
tions where they are doing the missile work? 

Mr. Barnes. Only the procurement centers—not the prime con- 
tractor plants themselves. This year we have set up a subcontract 
section in each region and we will have one or more men who will have 
from 10 to 25 prime contractor plants that he will call on and follow 
the work. But we do not have one assigned to each prime contractor. 

Mr. Mutter. I recall—I think it was about 2 years ago, some of us 
were invited down to Cape Canaveral to participate in a small business 
conference. I was surprised to find that it attracted over 300 small 
business concerns from one part of the State of Florida alone—firms 
that were servicing that installation. That is never reflected in the 
figures of prime contracts that go to small business. Obviously, all 
those people were supplying materials and services and subcontracting, 
and it is a very substantial part of what is going on there. 

Mr. Barnes. Yes, sir. The aircraft industry, which, of course, is 
heavily in the missile field, has complained quite bitterly over the 
statement I made before the Senate committee. And in talking with 
them—they are going to collect some industry figures, which they say 
will be more reliable. They can collect them more easily than if it 
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were Government-type statistics collected through reports. They 
have appointed a subcommittee of their association to actually set 
up a continuing program to work on this. I expect to have con- 
siderably more information sometime during the year than we have 
had to date. 

Mr. Muvrer. Thank you, Mr. Chairman. 

Mr. Evins. Thank you, Mr. Multer. 

Mr. Avery? 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Barnes and Mr. Hipkins, let me say I think you have made a 
very fine statement to the committee, and I think maybe in delving 
into some of these procurement matters, as far as Government 
contracts are concerned, we may havé lost sight of some of the more 
productive activity of the Small Business Admunistration, particularly 
in the way of technical assistance. 

I would like to say this. I think probably the most favorable 
reflection on the Small Business Administration are the business 
opportunity meetings that have been held throughout the country now 
for about the last 5 years. I can think of no finer display of the 
services available in the Small Business Administration that could be 
presented than are made at that opportunity meeting. 

I think if there is any dereliction in your agency at “all, Mr. Barnes, 
I would say it is because you don’t blow your own horn enough. I 
don’t think the average businessman is nearly aware of the facilities 
that are available to him, mostly without cost, in your agency, to 
help him in a multitude of problems that face the average small 
manufacturer and businessman. Certainly that business opportunity 
meeting is one way of displaying or pointing out those opportunities. 
But, even then, I don’t think as many businessmen take advantage of 
them as should. 

I recall in 1957 you conducted one of those business opportunity 
meetings in our capital city of Kansas, Topeka, and even though I 
had considerable to do with making the arrangements for that, even 
I was amazed at the interest and the opportunity that was displayed 
at that particular meeting. I won’t even attempt to describe the 
number of persons that attended, the number of services that were 
displayed, the number of potential procurement contracts that were 
explained by the Department of Defense. I think it is a matter of 
record how many contracts, separate contracts and subcontracts were 
fet to small businessmen as a result of that meeting, as well as the 
other meetings that have been held throughout the country. Some- 
where among the statements that have been filed with the committee, 
I see an inventory of those cities favored by this business opportunity 
meeting in 1958, and certainly I hope that your budget is such for 
fiscal 1960 and the years to follow that that service can be continued. 

Now, there are one or two things that I would like to have cleared 
up a little bit, if we could. 

I believe the figures were used here by both Mr. Hipkins and 
members of the committee that the number of Government contracts 
that had been awarded to small businesses, based upon the Depart- 
ment of Defense records—and I believe Mr. Hipkins has agreed basi- 
cally with those figures—had gone down about a percentage point a 
year now for the last 2 or 3 years. 
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In arriving at those figures, certainly the Department of Defense 
must have had some kind of a formula they applied to decide who 
was small business and who was not. That is the basic formula that 
is hard to identify. But, apparently, they must have had a formula 
to arrive at those percentage points. 

Now, I am wondering if either one of you gentlemen are knowledge- 
able on this—I wonder, just based upon that same formula, how the 
number of small businesses might compare during those years. Has 
the number of small businesses gone down, or have they gone up, or 
has this decline been in direct proportion to the number of small 
businesses? 

Mr. Barnes. No, sir, the number of small businesses has not de- 
clined. It is increasing as far as we are able to ascertain about 50,000 
a year. The numbers, according to business surveys by the Depart- 
ment of Commerce, are about 3 million in 1939, and it is about 
4,300,000, or better, now. 

Mr. Avery. Is that net increase now? 

Mr. Barnes. It is a net increase. There has been about 200,000 to 
300,000 new businesses formed a year, and there has been about a 
50,000 net increase. The others are dislocations—people that sell out, 
or they just go out of business. These are not all failures. They are 
only counted as failures when there is a loss to creditors. But the so- 
called dislocations or people that go out of business make for the net 
increase of about 50,000 a year. That is pretty steady, although there 
is an indication that in January and February and the early months in 
this calendar year, there was a marked increase in number of new 
businesses formed. We think that was due in part to the increase in 
economic activity. But in large part, it is due to the tax law that was 
passed in the last session of Congress, giving small corporations the 
opportunity to file as partners. This has produced a great many 
corporate organizations this year. 

We were talking about dollar volume—percentages of dollar volume. 
Of course, I don’t think it is appropriate to blow your horn exactly, 
but when we do give a statement here it is in effect an accounting of 
what we are doing. We are reaching a great many small businesses. 
And when you analyze the figures that Mr. Hipkins gave you this 
morning this means that there were 24,000 contracts that went to 
small firms. There are about 400 major prime contractors in the 
country. Now, that 24,000 is less than half the dollar volume in 
prime contracts that went to small firms. And it doesn’t begin '® 
touch the great many subcontracts that Mr. Multer and 1 were 
discussing a minute ago. 

The programs in this division of SBA reach a great many people, 
much more than the Financial Assistance Division. For instance, I 
was astounded to read some figures from our semiannual report that 
indicated that the procurement directory which was started by the 
Small Business Administration, and is a purchasing directory of the 
Federal Government, has gone to, I think over 500,000 firms. There 
are only some 400,000 manufacturing firms in the United States. 
This would indicate that a very large percentage of firms, both small 
and large, are using that directory. 

These are services that we perform—perhaps not quite as dramatic 
as the number of loans or the dollar volume spent in loans. And it is 
a service for which we gain no income, except in the case of funds that 
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the Printing Office may recover when a book like the purchasing direc- 
tory issold. The Government is not out any money at all. It, in fact, 
has made a profit sufficient almost to pay for the other types of publi- 
cations we have had. 

The other programs reach businessmen in literally hundreds and 
thousands. The management aids now—there have been 6 million 
copies distributed. The numbers that would be distributed are actu- 
ally reduced because back numbers are now being distributed as annual 
volumes, and business firms have to buy them. We know there are 
4 million small businesses in the country. So there must be a lot of 
people someplace that know about us, or these figures would not be 
as large. 

Mr. Avery. In direct connection with that I have another ques- 
tion I want to interpose at this point, because it bears directly on 
what you just said. 

Is there any way, Mr. Barnes, or Mr. Hipkins, that the Procure- 
ment and Technical Assistance Division could evaluate their services 
as between the services they have rendered toward the procurement 
of Government contracts and toward the technical assistance that 
they have provided in the field of commerce as we generally define it? 

I would like for the record to show that there is a very vital func- 
tion of the Small Business Administration besides just the preserva- 
tion of Government contracts for small business. And we have spent 
so much time on that this morning—I wonder if we couldn’t shed a 
little light on the other aspect of it. 

Mr. Barnes. Let me answer in part, and then I will let Mr. Hipkins 
answer in part. 

You must remember that the Department of Commerce makes 
broad industrywide studies and furnishes a vast amount of technical 
material and other types of information, vital information, that is 
very helpful to businesses. 

Through publications we reach a great many small businesses with 
information that is channeled particularly to their needs as we are 
able to develop them. However, some of the most dramatic services 
that we perform are through the technical assistance we give to manu- 
facturers that are in difficulty. 

We serve individual businessmen. We have countless instances in 
our files where a businessman comes in, he perhaps has been successful 
bidder on a Government contract, or he has a contract with a large 
firm, but his product is not performing up to standards. Such things 
as in castings there will be bubbles or something that they are unable 
to eliminate from their castings—other highly technical things. Well, 
we have very competent engineers, that, as a service, will meet and try 
to solve some of these technical problems. 

Now, we will go to any losiatl to find the answer. We will go to 
libraries, we will go to trade associations, we will go to the research 
departments of large companies and try to some way get the answer 
for this technical problem. 

I can furnish you letters from men that have faced disaster in 
business transactions, who have in a few days had their problems 
absolutely solved by these technical services we perform. 

Mr. Evins. Mr. Barnes, at this point, would you supply for the 
record a list of the names of companies, and the particular type of 
technical services you might have rendered them? 

41487—59—pt. 2-3 
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Mr. Barnes. Yes, sir. 
Mr. Evins. A reasonable number, as an example. 
Mr. Barnes. Yes, sir. 


Mr. Avery. There is one other figure that would logically follow 
that 

Mr. Barnes. These will be isolated cases and not statistical 
numbers. 


(The information referred to follows:) 





PropvucTiIon ASSISTANCE 


Small manufacturers, and especially job shops, which specialize in certain lines, 
often find that their products or services have become weak in competitive fields 
or are not producing a profit. In these cases, agency technical specialists are 
available to assist with the problems and to help the firms adopt sound business 
and operating practices. A few typical cases are cited: 

A small midwestern manufacturer was seeking a chemical in powder or crystal 
form, to be soluble in water, to substitute for hydrochloric acid in a water closet 
cleaner. Small Business Administration field personnel located a suitable ma- 
terial—a granular sodium bisulfate. 

A small manufacturer received, through a Small Business Administration certifi- 
cate of competency, a contract for floor lamps with shades having a brass-strip 
edging. His original method of applying the strip required vertical cutting to 
permit bending, then crimping to the shade, thus involving two separate han- 
dlings. A simple die, suggested by a Small Business Administration production 
specialist, reduced this work to a single operation and thereby reduced production 
time and handling time by half. Prior to the suggested change, it appeared that 
the manufacturer would fail to meet delivery schedules. Operational time saved 
by the agency’s suggested change returned the contract to schedule. 

A New York manufacturer was not meeting delivery schedules on Government 
contracts. Small Business Administration production specialists checked the 
contractor’s plant and operations with a view to helping him overcome his diffi- 
culties. They found that the plant was “‘cluttered,’’ one reason being that various 
parts needed in production were stored in several places instead of being readily 
available to the assembly line. The agency specialists suggested improved meth- 
ods of inventory storage and an inventory control system. These suggestions 
were accepted by the contractor, and subsequent progress checks showed that 
production had improved. 

A northwestern inventor was considering making the body of a new tool from 
forgings. He discussed this with a Small Business Administration field engineer, 
who suggested a design based on the use of steel stampings. This resulted in a 
reduced tooling and production cost. 

A small manufacturer asked the agency’s advice on ways to mass produce, at 
a reduced cost, a wire clip for attaching wire fencing to steel posts. A Small 
Business Administration field engineer suggested several possibilities. As a result 
a die arrangement for attachment to a punch press was worked out. It included 
— straightener, feed attachment, a shear, and a forming die, and proved very 
efficient. 

A small company had obtained a $100,000 loan from the Small Business Admin- 
istration to use in carrying out Government prime contracts and subcontracts. 
The firm met with considerable difficulty in obtaining materials and parts, and 
this slowed down—and even at one point completely halted—its operations. The 
Small Business Administration assisted the company to obtain the materials and 
parts so that it could continue in operation. 

An operator of a small drayage firm visited a Small Business Administration 
field office to discuss possible ways of improving his firm’s operations. After 
reviewing the company’s operations, Small Business Administration specialists 
made suggestions which were put into effect at once. Within 3 months the 

businessman reported an increase in both volume of business and profits. 

A western producer of charcoal had been experimenting unsuccessfully with 
the manufacture of briquettes from powdered charcoal. When he sought the 
Small Business Administration’s help the agency suggested that he try a new 
special binder. The agency has been informed that pilot runs have been made 
by the manufacturer with considerable success. 

During an inspection of a small new oak flooring manufacturer, Small Business 
Administration specialists noticed that wood coming off the inspection conveyor 
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was being placed in conventional stationary grading racks. The specialists sug- 
gested that the stationary grading racks be replaced by wheeled rack sections 
which could easily be moved when full. The suggestion was adopted, with a 
resulting reduction in handling costs and an improvement in workflow. 

Production specialists of the agency assisted a manufacturer of occasional 
tables. The company had a good sales record, but inventories of slower moving 
items piled up. Assistance to this company resulted in curtailing the manufac- 
ture of slow-moving items and decreasing the inventory by storage of unfinished 
furniture until needed to meet customer requirements. Small Business Admin- 
istration specialists also analyzed production flow and discovered a method of 
arranging a minimum production run of 4 hours rather than 16 hours for any one 
item. This change of production scheduling helped decrease the inventory. 

The Small Business Administration assisted a small defense contractor obtain 
extension on a lease of Government-owned machine tools. This enabled his firm 
to retain a number of production workers who would otherwise have been released 
and made possible completion of two contracts for the Air Force. 

A small ready-mix concrete plant was considering setting up a branch operation 
in a nearby town. The owner and his banker asked the Small Business Admin- 
istration to assist in determining plant size and layout, and to consider partici- 
pating with the bank in a loan for the project. A Small Business Administration 
representative assisted the owner in obtaining data on present and potential 
markets and related cost factors. Analysis of the data disclosed that the proposal 
was unsound, inasmuch as the payout period would be longer than the proposed 
economic life of the installation. The company discarded the expansion plan, 
which could have resulted in a serious financial loss. 


Mr. Avery. If we take the number of personnel, for instance, in 
the Procurement and Technical Assistance Office in your agency, 
would there be any way of dividing them as to the amount of time 
they spend toward procurement as opposed to technical assistance? 

Mr. Barnes. It is in one of these exhibits that have been sub- 
mitted, sir—the percentages of time. (See p. 257.) 

Mr. Avery. I was searching for something tangible that we could 
make comparisons on. 

Now, in reference to the set-aside, Mr. Barnes, even though we 
have mentioned several times this morning that the percentage of 
Government contracts to small business has gone down—in your 
opinion, if it was not under the set-aside program, under which you 
are authorized, of course, to designate a certain amount of programs 
for small business—if it were not for that program, in your opinion, 
would that percent for small business be lowered, and, if so, how much? 

Mr. Barnes. I think it would be lowered, but I can’t estimate 
how much. 

Mr. Avery. Are you too modest to assume the credit for keeping 
it up as high as it is? 

Mr. Barnes. No, sir. I just don’t have any basis of doing it. 
And I don’t want to imply that this is something that we have done 
ourselves. You must remember that we have consulted long and 
diligently with officers, not only of the Defense Department but of all 
the civilian agencies. And J can truthfully say that I think we have 
imbued a consciousness of small business problems throughout the 
whole procurement area of the Government. And they are assuming 
a lot of responsibility themselves, and assuming it as direct responsi- 
bilities. I don’t want to take the credit away from them. We are 
getting cooperation now where we didn’t get it some time ago. We 
have extended that into other areas. 

As you know, a couple of years or more ago we suggested that the 
whole Government procurement regulations and laws be restudied, 
and, if possible, codified, and to the greatest extent possible uniform 
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systems adopted in both defense and civilian procurement and through- 
out all of the different procurement agencies. This, it seems to me, 
is just a minimum thing that the Government should have as a policy. 
This was suggested by us through the Cabinet Committee and eventu- 
ally recommended. For 2 years it was assigned to the General 
Services Administration, which is the proper place to assign it. In 
many instances throughout the procurement process we are now 
developing a consistent form—I mean, if only the form itself is the 
same, it is simpler for small businesses to operate—not only forms 
but procedures as well. For instance, the invitation to bid form, 
contract terms, construction terms in contracts. In many other 
areas it has been possible under this program, which we suggested 
first, to move toward a more simple and less diversified method of 
Government procurement. It will always be complex, but we have 
it established now as a part of the Government that we try to do this, 
try to accomplish these ends. 

Mr. Avery. Just one more question, gentlemen, and that is in 
regard to the certificates of competency. 

{ don’t believe we touched on that at all here this morning. 

{ believe I have read in statements here that a certificate of com- 
petency only makes two certifications: One is for credit and one is 
for capacity. 

On that basis, is the Department of Defense normally willing to 
accept your certificate of competency without further debate or reluc- 
tance or is that subject to further negotiation, too? 

Mr. Barnes. Yes, sir. The laws and regulations on this are very 
well established. And it is only in a rare instance that there is any 
question or debate. I think it is only proper that if a Secretary or 
Assistant Secretary of the service in charge of procurement thought 
we were absolutely wrong on our decision on a certificate, I would 
want him to feel it is his duty to argue and complain about it. But 
this has only happened I think 16 times in 6 years. And this means 
that it is widely accepted. 

One otf the reports! that we have filed is sufficiently in detail to 
indicate the success of companies that have been issued a certificate 
of competence. I think that is a meaningful report. For the most 
part, the people that have received certificates have done a very good 
job—they have finished their contracts and done very well. 

Now, in answer to your inquiry about some of the other work that 
has been done—and I just merely will read a very few figures, but it 
will give you some idea of volume. And the longer report has actually 
been submitted to you. 

Some of these figures indicate some of the other work 

Mr. Evins. Is this in connection with the technical assistance? 

Mr. Barnes. Yes. He asked if there was anything else that would 
indicate the volume of work. 

Mr. Evins. You may supply those for the record.? 

Mr. Mutter. Before you get away from the subject of certificate of 
competency—the fact is, however, it wasn’t quite as easy to get the 
Defense Department to go along with your certificates of competency. 
As a matter of fact, GAO had to actually hit them over the head before 
they went along with you and agreed that the law meant what it did 


1 See p. 256 for résumé of this report. The report is in committee files, 
2 See p. 281 for this information, 





OPERATION OF THE SMALL BUSINESS ADMINISTRATION 279 


say, that your certificate of competency was conclusive on the Depart- 
ment of Defense; isn’t that so? 

Mr. Barnss. Yes, sir. There have been GAO decisions which 
have been very helpful. 

Mr. Mutter. Have there been many instances called to your 
attention where after the certificate of competency was issued, instead 
of that small business company then getting the award, the bids and 
invitations were withdrawn, and they started all over again? 

Mr. Barnss. Mr. Hipkins will answer. 

Mr. Hiexins. To my knowledge, we have a record of 16 cases 
where certificates were not honored out of maybe some five or six 
hundred. In two cases, the contracting officer subsequently deter- 
mined that the certified firm was deficient for reasons other than 
capacity or credit. In five cases the contracting officer subsequently 
determined that the applicant was not, in fact, the low bidder, after 
reevaluating the bids. In one case it was determined that the appli- 
cants product did not meet the qualified products list requirements. 
In one case, it was determined that the bid was not responsive. In 
one case we have no reason for failure to issue the contract. In six 
cases it was determined that the certified firm was on the debarred 
bidder list, or had questionable business practices. In one case, the 
certified firm failed to extent a bid option. In one case the contract- 
ing officer determined that the bidders “or equal” product was not in 
fact equal. And in one other case, there was some undisclosed 
financial weakness of the firm that was later exposed, after the certifi- 
cate had been issued. 

Mr. Mutter. Were there any cases called to your attention where 
after the issuance of a certificate of competency the Department of 
Defense then withdrew its invitation, and started afresh, and issued 
new invitations? 

Mr. Hipxins. There have been such cases, yes, sir, but I don’t 
have the figure on that. 

Mr. Mutter. Will you supply us with the information about them 
so we can determine whether or not that was an attempt to evade the 
issuance of the certificate of competency? 

Mr. Hrpxins. We can supply that figure, yes, sir. 

Mr. Evins. It will be received into the record at this point. 

(The information referred to is as follows:) 
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Mr. Mutrer. Thank you, Mr. Chairman. 

Thank you, Mr. Avery. 

Mr. Avery. Mr. Barnes, I am going to ask unanimous consent 
that those figures that you were about to read to me may be inserted 
in the hearing of the committee, in response to my question some few 
minutes ago, in the interests of the preservation of time. 

Mr. Evins. They may be received. 

Mr. Barnes. That is a schedule entitled ‘Procurement and 
Technical Assistance Accomplishments.”’ 

Mr. Hipxkins. This schedule is in our exhibits that we will hand in. 

(The schedule referred to is as follows:) 


Procurement and technical assistance accomplishments 


Fiscal year Fiscal year Fiscal year August 1, 1953- 
1957 1958 1959 June 30, 1959 


Procurements set aside for small busi- 


11, 851 17, 819 22, 338 
$744, 335, 300 | $1, 062, 454,031 | ! $1, 142, 625, 361 


Contacts to develop subcontracting 
opportunities _- 3, 827 
Procurement assistance 88, 556 
Prime contract referrals (8) 
Subcontract opportunities referred } ) 
Procurement assistance counseling and 
representation to procurement 
agencies on behalf of small firms (8) 
Firms helped to bid on specific pro- 
curements (8) 
Contracts to develop additional sources « 
) 
Inquiries and applications received re- 
garding problems and questions on 
small business size standards 
Firms contacted in order to expand and 
keep current the inventory of pro- 
ductive facilities of small business 





Certificates of competency: 
Plant surveys (made prior to issu- 
ance or denial of COC) (5) 
Awards made without formal 
COC action due to SBA partici- 
@ 
238 
$39, 908, 400 
Number of certificates of compe- 
tency issued 104 
$10, 590, 100 





Visits made to plants in connection 
with followup and progress re- 
ports certified contracts__-__-_---- 792 

Cases in which guidance was given on 
production, engineering, and manu- 
facturing problems, including ma- | 
terials and equipment, pooling, 
specifications, plant layout, etc____-_- 

Production and industrial surveys, 
including SBA area assistance 

Cases reviewed for listing new products 
and processes in the products list 


Inventions listed in the products list 


Cases of assistance rendered in connec- 
tion with products expansion and 
diversification and specific products 
listed in the products list circular 

Appraisals made on collateral for new 
loans, liquidations, or sales 

Engineering surveys made in connec- 
tion with SBA loans, including delin- 
quent loans, progress reports for dis- 
bursement of loans, etc 

Cases of technical consultation rendered 
in connection with the financial as- 
sistance program 


See footnotes at end of table, p. 282. 
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Procurement and technical assistance accomplishments—Continued 





Fiscal year Fiscal year Fiscal year August 1, 1953- 
1957 1958 1959 June 30, 1959 
Cases of assistance rendered in the 
property sales and disposal program, 
including surveys of surplus prop- 
erty, mineral leases, and timberland _- (4) (4) 6 2,375 1 2,375 
Timber sales set aside for smal] business.}_..........--.|---.------------ il 87 11 87 
OR tte Caleta aed Eie saadeceeete bes dbonewrenaeoud 11 $3, 000, 000 11 $3, 000, 000 
Cases of research and development : 
I ee (4) 4) 61, 573 71,573 
Engineering surveys !2____........----- 3, 340 4, 879 (4) 13.11, 752 


1 Includes more than $17,000,000 in set-asides on research and development contracts during fiscal 1959. 

2 Data covers period beginning July 1, 1958. 

3 Effective Jan. 1, 1959, these statistics were consolidated under procurement assistance. 

4 No record. 

5 Total number of companies listed in the facilities inventory as of June 30, 1959, 45,448. 

6 Included in engineering surveys for fiscal year 1957 and 1958. 

7 Covers period beginning Jan. 1, 1959. 

§ Statistics not maintained on comparable basis. 

§ Covers period Mar. 1, 1955, through June 30, 1958. 

10 Covers period beginning July 1, 1956. 

11 This program was inaugurated May 1, 1959; these set-asides were made the last 2 months of fiscal 1959 
and cover timber scheduled to be cut the 1st 6 months of fiscal 1960 (value is approximate). 

12 Effective Jan. 1, 1959, these statistics were reported under COC plant surveys, production and industrial 
surveys, and engineering surveys in connection with loans, 

13 Covers period through June 1958. 


Mr. Avery. Just one more question about the chart that you 
displayed here with reference to the certificates of competency. 
Now, the first column in each section, as I understand, is the total 
number of applications for certificates of competency that were 
received by the SBA in the 3 different fiscal years. (See p. 255.) 

Mr. Hirxins. That is correct; yes, sir. 

Mr. Avery. And the middle column in each section would reflect 
the number of certificates that were granted or approved. 

Mr. Hipxrns. Yes, sir. 

Mr. Avery. Then we could conclude from that that approximately 
two-fifths of the certificates that were received were approved? 

Mr. Hipxins. About 50 percent; yes, sir. 

Mr. Avery. It looked like a little short of 50 percent to me. 

Mr. Hrrxins. It might be 45 percent; yes, sir. 

Mr. Avery. And the remaining column, then, reflects the number 
of those still in operation? 

Mr. Hiexins. That were in force at the conclusion of each of those 
3 fiscal years. 

Mr. Avery. That sets the scene for my final question, then. 

Does a certificate of competency for a contract refer to a particular 
contract for the duration of that particular contract upon which they 
are being considered to bid on? 

Mr. Hipxins. That is right; yes, sir. 

Mr. Barnes. I might elaborate just a little bit on the percentage 
of these figures. 

It has been our policy to take very seriously the responsibility of 
issuing these certificates. If we issued certificates without adequate 
check or examination, or we issued them in error, or to companies 
that did not perform, you can see that it would very quickly bring 
the whole procedure into disrepute. And all of our offices have to 
act very quickly on these. 
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We have an agreement with the Defense Department that we will 
be given 10 days within which to decide whether or not we will issue 
a certificate. Now, in view of the fact that the invitation to bid 
may have involved some months, and preaward surveys may be 
made without limit, this imposes a time limitation on us which is 
very much of a strain, but it is a reasonable one because we don’t 
want the procedure to interfere with the procurement process. And 
all of our financial specialists and engineers that make these surveys 
know that when we get a certificate of competency application they 
have to work fast and they have to work accurately. And if we can- 
not be certain that the firm actually can perform, we do not issue the 
certificate, since it would operate and militate against future cer- 
tificates if the man failed. 

If we do issue a certificate, then we do everything we can do to 
stand behind the contractor, to see that he performs on time. This 
would include financing him, and we sometimes go to great extremes 
to help a contractor that has a certificate in assigning engineers to 
his plant to actually help him with his plant layout, and get him 
materials and other things. They don’t spend all their time, but 
they give advisory services to see that that contract is performed 
because we want the Defense Department and procurement people 
to have confidence in those certificates. 

Mr. Avery. Well, thank you, Mr. Barnes, and thank you, Mr. 
Hipkins. I believe that is all the questions I have. 

Mr. Evins. Mr. Robison? 

Mr. Rosison. Mr. Chairman, I want to thank you and the other 
members of Subcommittee No. 1 for the opportunity of being here this 
morning, along with my colleague, Mr. Multer, in the role of observers, 
I suspect, in your deliberations this morning. And I also would like 
to compliment Mr. Barnes on the testimony he has given this morning. 
I am sorry I was not here in time to hear Mr. Hipkins’ statement, but 
the testimony that I have observed and heard has added, Mr. Chair- 
man, to my esteem for the value of the SBA as a branch of our Govern- 
ment, and, certainly, to my esteem for the Administrator. 

I have a couple of very brief questions, Mr. Chairman. 

Mr. Brown, when he addressed himself to the problems of duplica- 
tion, perhaps, of people working in Government procurement installa- 
tions and the representatives that SBA has or tries to have in those 
same locations, he used the figure, I think it was, 200 small business 
specialists in Government procurement offices. 

Now, referring to Mr. Hipkins’ statement, on page 4, he says you 
people have 37 representatives assigned to 90 of the major Govern- 
ment procurement installations on a regular basis. Would you have 
any idea how many small business specialists there are in the procure- 
ment offices, these 90 procurement offices, that are not from your 
Administration? 

Mr. Barnes. No, sir. 

Mr. Rosison. Would they have at least one, do you think, in 
each one of those installations? 

Mr. Barngs. Yes, sir; probably so. 

Mr. Rostson. If you people only have 37 of the 90, this means 
each one of those representatives from your office, or your Admin- 
istration, is required to cover at least two, and probably some of them 
three, of these major installations? 
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Mr. Barngs. Yes, sir. 

Mr. Rosison. Would you feel, sir, you could do a better job for 
the small business community by having a greater number of person- 
nel, so that you could have more assigned; that is, so that one man 
would cover only one of these offices? 

Mr. Barnes. I don’t want to get in difficulty with the Appropria- 
tions Committee and the Bureau of the Budget. 

Mr. Mutter. You are in between. One or the other is going to 
find fault with you. 

Mr. Barnes. We have made recommendations within the executive 
branch and to the Appropriations Committees, and while we are 
satisfied with what they have done for us, while we are going to give 
the maximum we can to these programs with what is assigned, it is 
true that I recommended more than were authorized. 

Mr. Mutrer. At that point, will you yield to me? 

Through the years, as a result of conducting hearings with my 
subcommittee on this very subject, I have repeatedly recommended 
that the small business specialists in the Defense Department, without 
the cost of a nickel to the Government, be transferred from that 
budget to the SBA budget. They should not be under the command 
or control of the military but should rather be responsive and re- 
sponsible to SBA. 

Mr. Evins. That is a very fine observation, Mr. Multer. 

Mr. Rosison. This is the point, Mr. Multer, I think I was going to 
arrive at. It seems to me we might be able to lop off the Defense 
Department and the civilian procurement people and add to the SBA 
staff and come up with a much more effective result. 

Mr. Mutter. It would take strong action from the members of 
this committee to make the Defense Department accede to that 
recommendation, but it certainly should be done. 

Mr. Barness. May I say, I would certainly hope before you reach 
any conclusions that you would give the Defense Department a 
chance to testify because, while I gave some of their views a while ago, 
it would be possible for them to think I didn’t do an adequate job. 
I did the best I could, but I probably could think of other things if I 
had ample time to do it. 

Mr. Mutter. In fairness to them—they will make out a case for 
what they are doing. I don’t think they can justify the duplication. 
I think we would do much better with 37 of their small business 
specialists in the more than 200 major offices and 200 of your small 
business specialists doing the job instead of the reverse order as we 
have them. But that is a difference of opinion between the Defense 
Department and us. 

Mr. Evins. I might say to our colleague that this is documented 
in our previous hearings by the New England people who agreed that 
oe — business specialists should be upgraded or transferred to 
the S 3 

Mr. Rosison. The figure comes to my mind that there may be as 
many as 600 small-business specialists in the Defense and civilian 
procurement offices. 

Mr. Barnes. I have no knowledge of how many. I have never 
heard that many. 


Mr. Rosison. I think, Mr. Chairman, it is something we might 
well find out. 
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Then, finally, along the same point, apparently, then, from Mr. 
Hipkins’ statement, there are about 200 other offices where set-aside 
programs could well be conducted on an effective basis. But these 
you are not able to cover now with a regular personnel basis. 

Mr. Barnes. Yes. But, I think, as I said with the set-aside, we will 
be able to cover a larger area than we have in the past. 

Mr. Rosison. One question on another subject. Earlier there was 
mention made of the prime contracting authority that was given to 
you under so-called section 8(a). It is my understanding of what 
you said to us that in this authority you consider the intent of Con- 
gress was that you would use that only in an emergency situation 
such as a war condition—wartime condition? 

Mr. Barnes. No. Congress gave it as an authority to be used 
whenever it would be effective. And I said I was willing to use it 
at any time, but that the instances when it had come up there were 
other methods of solving the problem, or it resolved itself, the problem 
did, by the firm getting a contract. But I said that I thought it 
could be more useful in wartime than in peacetime, or in times of 
emergency, by reason of the type of contracting that could be 
engaged in. 

Mr. Rostson. In other words, it is a standby power that you have, 
which you can use when you think it is desirable and would be effec- 
tive? 

Mr. Barnes. Yes, sir. 

Mr. Rorison. Thank you, Mr. Chairman. 

Mr. Evins. Thank you, Mr. Robison. 

Mr. Mutter. Mr. Chairman, I just want to make a statement in 
order to correct something that had been said earlier. 

Mr. Barnes correctly gave to us the figures as the Census Depart- 
ment published them on increases of new business. I would like the 
record to show that those figures are inaccurate. Mr. Barnes accu- 
rately reported what they said. But the figures were inaccurate for 
this reason. They record as part of the increase of new business every 
time a new business is organized or started, but they do not take into 
consideration, in reducing the number of firms that have gone out of 
business, anything except bankruptcies. In other words, the record 
of bankruptcies they take into account; they don’t take into account 
the number of voluntary liquidations of assignments for the benefit 
of creditors, of consolidations, and of mergers. Each time there is a 
new company organized, it is added as an increase of business. 

Now, we all know when a man goes out of business, when he goes 
into bankruptcy, or assigns to his creditors, he or several of his em- 
ployees may start up a new business. So you have a replacement 
counted as a new business. 

The same thing happens because of the tremendous taxload that 
we are carrying in this country corporatewise. One man or one com- 
pany may have 12 or more corporations. Each time he sets up a new 
corporation, it is counted as a new business. 

he same situation happens in real estate, particularly. When a 
piece of rental real estate, whether a dwelling or a business or combi- 
nation—I buy that building from a corporation that owns it today, 
and the seller corporation ceases to do business—it is not deducted 
from the number of operating businesses as a firm gone out of business. 
But I have formed a new corporation to buy that piece of real estate 
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and that is counted as a new business. I may own 10 different pieces 
of property, each in the name of a different corporation. Each time 
I make a purchase in the name of a new corporation, it is counted as 
a new business. 

So these figures that are reflected by the Census Bureau, and I have 
called their attention to it, are not accurate. And, again, I want to 
repeat that I am not finding fault with Mr. Barnes. 

Mr. Avery. Would the gentleman from New York let me ask a 
question there? And I ask this for my own information. It doesn’t 
necessarily have to be in the record. 

In financial centers, is there a formula that they apply for new 
business, or business failures, any different than the one you have 
just described? And I am asking this because of the gentleman’s 
knowledge in this particular field. 

Mr. Mutter. I don’t think they are very much concerned about it. 
Each time they hear of a new corporation or a new business opening 
up, those interested in a particular industry will send their solicitor 
or salesman around to try to get that account. But they are not 
concerned as to whether or not it is an old company or a new company, 
one that has moved in from another State—a New York State com- 
pany moves to New Jersey, they went out of business in New Jersey, 
and it doesn’t reflect anywhere, except on the local people there, and 
a new corporation is formed in the State in which they move. But 
while it is something of interest to the economist, it is really not of 
any interest to the business world as such. 

Mr. Avery. Thank you. 

Mr. Evins. Mr. Barnes and Mr. Hipkins, there are two or three 
observations I would like to make at this point. 

One is that in the prime contracting field you have the statutory 
authority which you have never used. And when you speak of need- 
ing additional congressional authority, or amendment to the basic act, 
you really don’t need the amendment; you merely need implementa- 
tion or use or exercise of the authority you presently have? 

Mr. Barnzs. No, sir. I would not like to see the prime contract 
authority repealed or taken away. I would like to see it stay just as 
it is. 

Mr. Evins. Well, I wasn’t advocating repealing it. But if you have 
any specific recommendation for amendments 

Mr. Barnes. The other recommendations—I may have some after 
these committees finish their hearings, but, actually, it involves studies 
that are beyond the scope of our organization, and the situation just 
isn’t clear to me at present. If I knew what to recommend, I would 
be glad to do so; but I just don’t know. 

Mr. Evins. If you give some more thought to that, Mr. Adminis- 
trator, you might want to write the subcommittee a letter on your 
views. 

With respect to the certificate of competency, I think it should be 
pointed out that the Small Business Act, section 8, subsection 7, pro- 
vides that the Government procurement agencies are directed to look 
on these certificates as conclusive. When you grant one of these 
certificates, these agencies are directed to accept them as conclusive. 
Of course, I can well understand that there might arise a situation that 
they want further information on. But if you grant one, they are 
supposed to accept them. 
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Have there been very many that they have farled or refused to 
accept? 

Mr. Barnes. Only the 16 that Mr. Hipkins rel ted a minute ago, 
and he gave the reasons for rejection. 

Mr. Evins. Mr. Barnes, you gave us a very interesting statement 
regarding the relationship of the small business specialist and your 
representatives. You sit down at a table together regarding the 
writing up of a contract. I think that I gained the impression that 
maybe since these other people are rotating, and SBA members are 
gaining seniority, perhaps they will be more powerful and effective as 
time goes on. 

Mr. Barnes. I meant to say that the small business specialists in 
the Defense Department are usually, with some exceptions, perma- 
nently assigned. And it is the contracting officers that rotate more 
often. So that both SBA personnel and the smal! business specialists 
are gaining seniority. There are many very capable people that are 
serving as small business specialists in the Defense Department, very 
dedicated to this. 

Mr. Evins. What about the small business specialists of the SBA? 
Are they sort of review clerks or are they capable specialists? Are 
they good salesmen or men who just look over the contracts, and say, 
“‘We would like to cut a piece of this pie.”’ 

Mr. Barnes. The increase in the set-aside number would indicate 
they are pretty effective people. It takes a highly qualified man to 
have one of these jobs. Now, if I understand what he is doing, he 
has to look at the invitations to bid, and this is a very technical thing. 
There are 3 million items in the catalog of the Defense Department. 
And he has to be able to look at an item and say that he knows three 
or more small businesses that can make that item, or has been able to 
find them. 

Now, this takes a man that has had a lot of purchasing experience. 
He is a good buyer. And if he is not highly qualified in industrial 
matters, he simply won’t know where he is, because he is facing a 
whole spectrum of articles, articles that are not found sometimes in 
civilian life. And he must know production, he must know materials, 
he must know the purchasing system. 

Mr. Evins. Well, the contracting officers of the Defense Depart- 
ment, of course, are officers, and they rotate, and they change their 
duty stations from time to time. But your men are assigned there, 
and they remain there, whether on continuous civil service or more or 
less permanent basis. But, as they are remaining there, are they 
getting into a position of being more effective? 

Mr. Barnes. Yes, sir; because as they continually review the 
buying of that particular center, they become familiar with it. And 
they also know the bidders that can furnish supplies. 

Mr. Evins. What grades do these employees carry, and what are 
their titles? 

Mr. Barnes. They carry grades from 11 through 13, and their 
title is “Industrial Specialist” in most cases. But not every industrial 
specialist on register is qualified for this particular work. 

Mr. Evins. One more thing, Mr. Barnes. Most of our discussions 
this morning have been on the defense procurement with little em- 
phasis on civilian procurement. GSA purchases, through their 
warehouses, vast amounts of supplies. How effective are your 
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representatives being with respect to civilian procurement in aid to 
small business? 

Mr. Barnes. We have been working with the major ones. We 
will continue to. Of course, the record of some of the civilian agencies 
is so good that you don’t have as much of an area to cover. GSA, 
for instance; my recollection is their purchasing runs to something 
like 60 percent or better of the money they spend goes to small 
business. 

Mr. Evins. That is very good. 

Mr. Barnes. And many of the other departments are very coop- 
erative. The Post Office Department, the Agriculture Department, 
the Veterans’ Administration—they all do an immense amount of 
purchasing. And they have a very high percentage—80 percent, 
some of them, going to small business. 

The Atomic Energy Commission operates more through prime con- 
tractors at each of its major installations so that there we have to 
work more on subcontracting. But we have a different type pro- 
gram there, and they are very cooperative. They have people as- 
signed to carry it out. And even the Government agencies that have 
smaller purchases observe the set-aside program, and will call us if 
they are in doubt about something. 

Mr. Evins. Mr. Mitchell, do you have some questions? 

Mr. Mircuety. Yes, Mr. Chairman. For the purpose of the rec- 
ord, on the prime contracting authority of SBA, I would like to have 
inserted in the record at this point the complete section in the act 
pertaining thereto; that is, section 8(a). 

Mr. Evins. It may be received. 

(The section referred to is as follows:) 

“Sec. 8. (a) It shall be the duty of the Administration and it is hereby 
empowered, whenever it determines such action is necessary— 

(1) to enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Administration to furnish articles, equipment, supplies, or materials to 
the Government. In any case in which the Administration certifies to any 
officer of the Government having procurement powers that the Administra- 
tion is competent to perform any specific Government procurement contract 
to be let by any such officer, such officer shall be authorized in his discretion 
to let such procurement contract to the Administration upon such terms 


and conditions as may be agreed upon between the Administration and the 
procurement officer; and 


(2) to arrange for the performance of such contracts by negotiating or 
otherwise letting subcontracts to small-business concerns or others for the 
manufacture, supply, or assembly of such articles, equipment, supplies, or 
materials, or parts thereof, or servicing or processing in connection there- 
with, or such management services as may be necessary to enable the 
Administration to perform such contracts. 

Mr. Mircuett. I believe, Mr. Barnes, you mentioned that you 
have been on the verge once or twice perhaps of using this section. 
& Mr. Barnes. Yes, sir. 
* Mr. MircuHetu. I would like to mention one specific case along this 
line. I believe you referred to it in your statement before the Senate 
Select Committee on Small Business. It was a case which I believe 
was called to your attention by Mr. Multer, chairman of subcommittee 
No. 2, wherein a subcontractor had the low bid on research and devel- 
opment for a prime contractor, did some research and development, 
tooled up over a period of 2 years, prepared to perform the contract, 
and all of a sudden the prime contractor decided that he would just 
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do it himself, since he had the benefit of the research and develop- 
ment, and the subcontractor was dropped. 

In an instance similar to that, with that type of prime contractor 
in a specific industry—might that be a good instance where you could 
move in with 8(a) and have a terrific effect on those people? 

Mr. Barnes. No, sir. We would be in no different position in 
dealing with a prime contractor than anyone else. The only times 
we have contemplated using the prime contract authority is in taking 
a prime contract from the Defense Department or from a procurement 
office. But where you have a prime contractor who has subcontracted 
research and development, and then decides to do the work in his 
own plant, there is no comity between us and the prime contractor. 
In past procurement law, the making of this decision has been vested 
in the prime contractor himself, so that this prime contract authority 
would not extend, I think, to that situation. 

Mr. Mircueti. I may have misunderstood that. situation. I 
thought that was a situation where the prime contractor had a Defense 
Department contract, or some Government contract. 

Mr. Barnes. No. I can give you an example from recollection, if 
you would like. 

There was a case of a firm in Alabama—lI believe it was—that had 
been supplying a type of vehicle for the Marine Corps. And it was a 
large tractor-type vehicle. ‘They had figured out a very ingenious 
method of extending its wheelbase, by pulling in a lever, a hydraulic 
system extended the wheelbase of the vehicle and enabled its carrying 
capacity to be increased significantly. ‘They were a small company. 
They lacked financial capacity. Their technical capacity was good. 
They were considerably under the bids of other companies, most of 
which were the large truck manufacturers. 

At the time they were unable to persuade the service to give them 
the contract, and they came to us for a prime contract. We went into 
it very thoroughly and were actually prepared to take a prime con- 
tract. But in discussing it with the procuring service, we both arrived 
at the conclusion that, if they were adequately financed and we would 
give them a certificate of competency, the same effect would be 
reached, and there would not be the double administration. 

Then we approached the problem of financing. We got three banks 
in their area to join in the loan, in which we participated, and provided 
adequate financing. 

As I recall, we issued the certificate of competency, and the Defense 
Department—in this case, I think it was the Navy—gave them the 
contract. They produced all their vehicles ahead of time, and at a 
savings, I think, of about $20,000 a vehicle. And it was just not 
necessary to obtain a prime contract. 

There are several cases such as that. 

The case, recently, in which I refused to consider a prime contract, 
involved a concern from California that had lost a considerable part 
of the volume of its business. They had bought a new plant and were 
heavily involved with their commitments. And although they bid 
on a number of subcontracts, and even prime contracts, they bid 
unsuccessfully. They were, of course, very concerned that they be 
given contract work. 

They had done a considerable amount of research and study on 
some new types of equipment that could be used by the Army and the 
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Air Force. They asked us to intervene for them and get them a con- 
tract—first, for the research and development on these particular 
vehicles; and then to take a prime contract and subcontract to them. 
They wanted, in effect, a management contract in which they would 
subdivide the work among a large number of small firms. 

I refused to do it, however, because their proposal, although it was 
carefully thought out and they had spent an immense amount of time 
to work on it, involved a decision at the requirements stage. It 
involved a decision on the part of officials in the Army and Air Force 
as to what type of equipment they would use. I felt this was beyond 
the intention of Congress in this prime contract system. There has 
to be a requirement in existence. There wasn’t here. And while the 
vehicle they had in mind looked very good to me, it might be a perfect 
absurdity insofar as the Army or the Air Force was concerned. And 
I didn’t feel I should do anything except to tell them that, unless they 
had this adopted as a requirement, we would not be able to do anything 
for them. 

I offered our services in seeing to it that their proposal was ade- 
quately tested and investigated by the services, but I am fearful that 
they thought this wasn’t enough help. I have not heard anything 
further from them. 

Mr. Mircuety. Mr. Hipkins, in studying your monthly reports on 
the Small Business Administration joint set-aside program with the 
Army, Navy, Air Force, and civilian agencies, it is noted that it is 
broken down under four sections—procurements screened, set-aside 
initiated, set-aside agreed to, and set-aside procurement awards. 

I believe that, according to your previous testimony, the “ procure- 
ments screened”’ are those procurements screened by your specialists. 
to see if they should initiate a set-aside. And I believe the portion 
under “set-aside initiated’ are set-asides that have been suggested 
or initiated by your specialists. And then the “‘set-asides agreed to’”’ 
are those agreed to by the procuring agencies. 

Mr. Hriexins. That is correct. 

Mr. Mircuetyi. What, then, is the set-aside procurement award? 

What is the break there? 

Mr. Hirxins. Those are the contracts that were awarded as a 
result of the set-asides that were made. 

a MircHe.u. Would you explain the differences in the amounts 
there! 

Mr. Hipxrns. Sure. The set-asides, of course, are agreed to at the 
time that the bid invitations are being considered. Then, subse- 
quently, the bid invitations are prepared in final form; they are sent 

out; a period elapses of up to 30 days or more before the bids are 
received. The bids are then evaluated and tabulated—which in 
many instances takes some weeks—and then an award is made. So 
that there can be a lapse of any where from 60 to 120 or more days 
betweeb the time that the set-aside is agreed to and the contract is 
awarded. 

Mr. Mircuetu. I see. I note in your report for the month of 
June '—which also, I believe, includes a cumulative total for the com- 
plete fiscal year 1959—I note that, pertaining to the Army, the amount 
of set-asides initiated by your organization was $824,839,478. Now, 
the set-asides agreed to were $382,567 ,386. 


1 See p. 296 for report referred to. 
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Mr. Hipxins. Right. 

Mr. Mircue.u. In other words, the Army itself agreed to slightly 
over 46 percent of the set-asides initiated by your specialists? 

Mr. Hipxins. That is right. 

Mr. MircHe.v. I notice in the Navy’s instance, that the Navy 
agreed to over 88 percent set aside by your specialists. And the Air 
Force agreed to over 76 percent. These are rough figures, these 
percentages. 

Mr. Hipkins. Right. 

Mr. Mircue.u. And the civilian agencies, they agreed to almost 
60—59-plus, I believe, percent. 

Mr. Hrexrins. That is correct. 

Mr. MircHe.ui. Would you care to discuss the situation as to why 
the Army figure on agreements should be so much lower in percent- 
ages—way down to 46 percent, in comparison with the other agencies? 
Is that any indication of a lack of cooperation? 

Mr: Hirxrns. Well, I don’t know that I could answer that question 
as to why they disagree to a larger percentage than the Navy, Air 
Force, and civilian agencies. I think that would be a proper question 
to ask them. 

Mr. Mutter. Excuse me. I think we are putting these gentlemen 
now on the spot and asking them to criticize other agencies. I think 
you ought to let it go with this statement, Mr. Chairman. It has 
been our experience, in all of the hearings we have conducted, ever 
since I have been on the Small Business Committee, that the least 
cooperation comes from the Army. ’ 1 ; small 
business is concerned, we get the least cooperation from the Army. 
Let’s not require SBA to criticize them. 

Mr. Evins. I think it is a proper question. 

Mr. Hipxrins. I don’t believe I could say specifically why. Simply, 
as the figures indicate, there is an indication that the number of set- 
asides agreed to, the percentage of set-asides agreed to by the Army, 
is considerably less than the other two services. 

Now, there may be many and varied reasons in much of the specific 
instances where those are initiated. But, specifically, I don’t believe 
I could answer your question. 

Mr. Evins. You may proceed. 

Mr. Mircue.u. Concerning section 8(b) of the Small Business Act 
regarding the inventory of small business productive facilities, 1 have 
noted, I believe, in your regulations and in your testimony that you 
list an inventory of small business productive facilities. How is that 
acquired? Do you go out in the field and contact them to get it, or 
do you only list those that have made inquiries of you? 

Mr. Hipxtns. Well, we have extensively requested in all of our 
regional areas that the small business manufacturing concerns within 
the area register their facilities with us. Now, we have not had at any 
time sufficient personnel to actually make a spot survey of every small 
business manufacturing concern in the United States. The majority 
of those that are received are received as a result of the publicity that 
we have given, or we have asked them to register their facility with 
us, we have sent them the forms, and they have complied. 

Mr. Mircuetyi. Coming again to the general procurement set- 
asides, the chart you have shown us on set-asides, is there any propor- 
tion of these set-asides which were acquired for small business as a re- 
sult of modifying or renegotiating old contracts? 

41487—59—pt. 24 
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Mr. Hipxins. Well, the set-aside figure is new contracts. 
Mr. MitcHe.t. It doesn’t include renegotiation or modification of 
old contracts? 

Mr. Hrexins. No, sir. 

Mr. Barnes. Mr. Chairman, I might give you a bit of interesting 
information about a question Mr. Mitchell asked. 

This listing of firms is on a voluntary basis. If they are interested 
in defense work, we tell them they should register. We encourage 
them to register. And we will register as many as wish to keep 
current. And every so often, maybe every year or 2 years, we write 
them and ask them if they wish to continue their listing. 

Most of them do. We have built up a list from about 18,000 or 
20,000 at the time we started, and it is now something over 40,000, 
or approximately that. 

But in connection with an emergency, or possible need to know 
what production facilities are available from small firms throughout 
the country, as in the case of the destruction of some of the major 
plants for any reason, we have already printed and in envelopes 
listing forms sufficient to go out to the entire manufacturing segment 
of the country—over 400,000. We also have lists that can be ad- 
dressed very rapidly. By that, [ mean we have telephone directories, 
directories of manufacturing associations, trade associations. We are 
just completing arrangements with the utility companies to give us 
their industrial listing on gummed tape, so that in a matter of hours, 
we could drop in the mail a listing form addressed to every manu- 
facturing company in the United States. 

Mr. Evins. I think your testimony in that area, Mr. Barnes, has 
been rather impressive. 

Mr. Barnes. I mean that we are prepared to act quickly, if 
necessary. 

Mr. Hipexins. Mr. Mitchell, if I may, I would like to mention one 
thing in connection with the question that you asked a moment ago, 
and that is that while the Army agreed to 382 million-plus out of 
824 million-plus, in dollar value of bid invitations, in number of invi- 
tations they agreed to 8,497 out of 9,961 that were initiated, which is 
approximately 80 percent. So that in numbers of bid invitations, 
on which set-asides were initiated, they agreed to 8,400 out of 9,961. 

Mr. Mrrcuetyi. Would a great amount of that be such as house- 
hold items and small hardware items? 

Mr. Hipxins. It is difficult to tell. But I merely wanted to men- 
tion that in numbers of invitations on which these actions were initiated, 
the percentage is considerably higher than the dollar figures would 
indicate. 

Mr. Mircuetu. Has the Army agreed with you on any class set- 
asides? 

Mr. Hrexrns. Oh, yes. 

Mr. Mirtcuety. Could you mention for the record what categories? 

Mr. Hipxrns. I can furnish you with a comprehensive list of the 
items that have been agreed to as class set-asides, yes, sir. I will be 
glad to do that. 

Mr. Evins. It will be received into the record at this point. 

(The information referred to is as follows:) 
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During fiscal year 1959, more than 3,700 procurements totaling almost $133 
million were set aside for small business firms under class set-aside agreements 
with military and Federal civilian agencies. Awards reported as the result of 
these actions amounted to $49,433,000. Since most of the class set-aside actions 
were taken in the last half of the fiscal year, awards have not yet been reported 
for many of them. 


Examples of items placed under class set-asides are: abrasives, actuators, 
ammunition boxes, mattress covers, vacuum cleaners, flags and pennants, rubber 
gloves, gages, paint and ename., rivets, welding rods, steamtables, and rubber 
lined steel tanks. 

Mr. Evins. Mr. Barnes and Mr. Hipkins, would it be convenient 
for you gentlemen to come back tomorrow? 

Mr. Barnes. Yes, sir. 

Mr. Evins. Just for a little further testimony in the morning? 

Mr. Barnes. Yes, sir. 

Mr. Evins. We have a quorum call on the floor. 

The committee will stand adjourned until 9:30 tomorrow morning 
in room 429 in the House Office Building. 

Thank you very much, gentlemen, for your very enlightening and 
helpful testimony. 

(Whereupon, at 12:10 p.m., the committee recessed, to reconvene 
at 9:30 a.m., Thursday, August 6, 1959.) 
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House or REPRESENTATIVES, 
SUBCOMMITTEE No. 1 OF THE 
SeLect Committee To Conpuct a Stupy AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 9:55 a.m., in room 
429, House Office Building, Hon. Joe L. Evins (chairman of the 
subcommittee) presiding. 

Present: Representatives Evins, Roosevelt, Moore, and Avery. 

Also present: Representative Multer; Richard L. Mitchell, counsel; 
Marie M. Stewart, clerk; and Victor P. Dalmas, adviser to minority 
members. 

Mr. Evins. The committee will come to order. My apologies for 
being a bit late. 

As the committee adjourned on yesterday, we were hearing Mr. 
Barnes and Mr. Hipkins, and our counsel, I believe, has a few more 
questions that he would like to ask to finish up this part of the hearing. 
_ You may proceed, Mr. Counsel. 

Mr. Mircuext. First, Mr. Chairman, I would like to have placed 
in the record the June report of the Small Business Administration, 
that we spoke of yesterday, concerning the number of set-asides with 
the Army, the Navy, the Air Force, and civilian agencies. 

Mr. Evins. It may be received. 

(The report referred to is as follows:) 
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TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION; ACCOMPANIED BY DONALD A. 
HIPKINS, DEPUTY ADMINISTRATOR, SMALL BUSINESS AD- 
MINISTRATION—Resumed 


Mr. Mircuetu. First I would like to address some questions con- 
cerning the certificates of competency as to capacity and credit. 

I have noticed under your regulations that you are limited to 10 
days within which to process these matters. Have you had any 
trouble concerning that time situation? Are you held to that by the 
procuring agencies? 

Mr. Barnes. Not strictly, sir. We are obligated, by our own 
agreement, to a self-imposed time limit of 10 days, in order that we 
do not delay the procurement process. The bids are in, they have 
been analyzed by the contracting officers of the military services, and 
the contracts are ready to be awarded, when these questions concern- 
ing certificates of competency arise. 

If there is delay at that point, it is attributable entirely to this 
process. Therefore we have said we will act within 10 days. 

But in the cases where we have found it just impossible to finish, 
we have asked for and each time have received an extension from the 
procurement office. There has been no problem in this area. I men- 
tioned it yesterday in my testimony, merely to indicate that we had 
to give these cases priority over everything else, or we would not need 
this deadline. 

The services cooperate. They, in many instances, have made a 
preaward survey themselves, and usually the information of the pre- 
award survey is made available. 

Now, it is possible for us to use the specialists that we have in our 
field offices, who are very well qualified to delve into the financial back- 
grounds of contractors, and sometimes to go further in our investiga- 
tion and to use other financial routes than normally is done in a 
preaward survey, to make certain that there is financial competency. 

And, then, of course, our engineers may go more deeply into the 
plans of the contractor to use subcontractors, or to get additional 
equipment. Or we may even check their plans to be certain that 
some type of equipment is available, or even find it someplace. 

Generally speaking, this is what causes the difference of opinion. 
We feel we may have accumulated more information than was avail- 
able in the preaward survey. 

aa do not have any difficulty with the services as to extensions 
of time. 

Mr. Mircnett. Then we understand that no one has been pre- 
cluded from obtaining a certificate because of a lack of time to pre- 
pare their information? 

Mr. Barnes. No, sir. 

Mr. Evrns. Will counsel yield? 

Of course your findings and determinations as to credit and com- 
petency have nearly always been approved. There might be some 
question of, let us say, security involved in a certain type of contract 
with the Defense Department. And, in that area, the Defense 
Department decision would be final? 

Mr. Barnes. Would be final, yes, sir. 
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Mr. Mircnetu. Again, on certificates of competency, I believe it 
was pointed out that 121 certificates were issued in 1959, and 533 
up through June cumulative. 

Mr. Barngs. Yes, sir. 

Mr. Mircuett. Is there any way, Mr. Barnes, that you could give 
us information concerning how many of these were issued in instances 
where the opposing bidder was big business rather than small business? 
In other words, instances wherein, if the small business were not 
to get a certificate of competency, that the bid would go to big business 
rather than to another small business. You have an excellent record 
in this, and we think it would look even better if this could be pointed 
out. 

Mr. Barngs. No, sir; we have not kept any records of the other 
competitive bidders because the question in these cases is whether this 
bidder, which is the low bidder, and is a small business, is competent. 

We may learn in the course of our investigations who the other 
bidders are, but it is not relevant to our inquiry, so we have kept no 
record. 

Mr. Mircuet.. It is proper in either instance, I realize; but we 
thought it would help if that information might be available, actually 
showing the benefit to small business as opposed to big business, in 
one sense. 

Mr. Barnes. Mr. Mitchell, since in each of these cases there is a 
difference in the bid between the man—the contractor that we are 
investigating and the next highest bidder—we have kept records that 
are only approximate, but are fairly accurate, as to the difference in 
costs to the Government between issuing the certificate and going to 
the next highest bidder. And our best estimate is that approximately 
$8 million has been saved by the issuance of these certificates. 

Mr. Avery. Mr. Chairman, could I ask a question on that very 
point? 

Mr. Barnes, this is an academic question, but at what stage of the 
invitation to bid does the application appear for the certificate of com- 
petency? Is it after the bids have been opened or must each bidder 
present with his bid in response to the invitation a certificate of com- 
petency? 

Mr. Barnes. It is after the bids have been opened, and the deter- 
mination has been made by the contracting officer in charge of the 
particular bidletting as to who, in his opinion, should receive the award. 
At that time, if his decision is that the lowest bidder, which is a small 
business, should not receive the award, but it should go to a higher bid- 
der, then, under the law and the procedures, the lowest bidder, if he is 
a small business, has a right to apply for a certificate of competency. 
We now have established by regulations and, I think, throughout the 
services, if this determination is made by a contracting officer, he 
advises the lowest bidder of his rights to file for a certificate and gives 
him the information as to how the procedure works. 

Mr. Avery. I don’t like to belabor this point, but this matter also 
has come to my attention here. There could be other reasons for 
disqualification of a low bidder besides credit and capacity, could there 
not? 

Mr. Barnes. Yes, sir. 

Mr. Avery. Thatis, you don’t touch on capability. That would be 
for the contracting agency to determine? 
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Mr. Barnes. No; we determine that. 

Mr. Avery. Well, it seems to me there would be some thin 
about competency besides capacity and credit. Is the bidder quali- 
fied or experienced, or does he have the engineering facilities available? 

Mr. Barnes. I will let Mr. Hipkins answer that and tell you exactly 
what we do and do not determine. 

Mr. Hipxrins. That is a matter which was referred recently to the 
General Accounting Office. They made a ruling, No. B139366, 
dated June 24, 1959. I do not have a copy of the decision with me 
today. I will be glad to furnish a copy to the committee, although 
I think the staff has a copy. The decision indicated that “capacity” 
meant several things—know-how, ability to perform—and those are 
the things that we do go into. We go into the ability of the contractor 
to perform, his know-how, his capability as to engineering ability 
on the part of his people and staff, and the owner and operator of 
the business. We go into all of those things, Mr. Avery. 

Mr. Avery. I was interpreting “capacity” as just “the ability 
to finish on time.” 

Mr. Hipxins. That is only one of the things we go into. It is not 
confined to that; no, sir. 

Mr. Avery. It takes in all these other facets? 

Mr. Hipxins. That is correct; yes, sir. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Mircuett. I would like to ask a question relative to section 
8(b) of the act, paragraphs 9 and 10, and your regulation concerning 
material and equipment assistance. There has been a matter brought 
to the attention of the committee, a general question concerning 
subcontractors obtaining some help in getting either the loan or lease 
of Government machinery—surplus or excess Government machinery. 
Is it true that prime contractors can do this at times? 

Mr. Hrrxrns. Well, we have helped many small prime contractors 
and subcontractors to get equipment, materials, various other things 
that they needed; yes, sir. 

Mr. Mrtcuetyi. We had some information or some indication that 
the only way the subcontractor could obtain the loan or lease of, say, 
machine tools from national industrial reserve stock would be through 
the prime contractor. 

Mr. Hrexins. No. We would be glad to and have helped small 
subcontractors to get materials and equipment. 

Mr. Barnes. I am informed that these are not isolated cases, but 
there are literally hundreds of cases where we have rendered this 
type of assistance. 

Mr. Mircueti. Good. We wanted to get that into the record. 

Concerning section 8(b), paragraph 11, of the act, which gives you 
the authority to make studies and recommendations, especially to 
Federal agencies, we noticed in the testimony yesterday that there is 
one instance where you have used this specifically, very ably, and that 
is a survey you made of nine prime contractors, I believe, in the last 
year. Are there other instances in which you have made studies in 
the field of small business? 

Mr. Barnes. Yes, sir. We have surveyed the impact of labor 
laws and nationwide bargaining, to a degree, by trying to assemble 
information as to the impact of these problems on small business, and 












300 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 


have, within the executive branch, made representations and consulted 
with appropriate agencies about legislative changes. 

We have more often served on boards and commissions, or boards 
and committees, interagency in scope, which study various problems. 
And that gives us an opportunity to consult during the consideration 
of the problems. 

In our last semiannual report, in the introduction, you will find two 
pages or more of listings of this type of activity. And in the semi- 
annual report that will be issued this month, as soon as it is printed, 
there is a further statement of the nature of this activity, and I think 
the scope of this activity will be surprising. 

If you would like a list of that for the record here, we will be glad 
to submit it. 

Mr. Mitrcue.u. I believe we would like that, Mr. Chairman, at 
this time. 

Mr. Evins. If it is not too extensive, it may be received in the 
record. 

You submit it, if you will, Mr. Administrator. 

Mr. Barngs. All right, I will submit it at this point. I will say 
this: There are too many interagency committees and boards and 
occasions to study problems of this kind for the Administrator to 
serve on each one. So in many instances, other personnel in the 
agency have been designated, and the listing merely indicates the com- 
mittee they serve on. Some of these committees may meet bimonthly 
or even weekly. And it would be far too long to tell each individual 
problem that we have studied or have consulted with other agencies 
about. 

Mr. Mitcue.u. Isee. The insert we were speaking of—is that con- 
cerning SBA representation on interagency committees? 

Mr. Barnes. Sir? 
Mr. MircuHe t. Is the list you mentioned putting into the record a 


moment ago, the one concerning SBA representation on interagency 
committees? 


Mr. Barnes. Yes. 

Mr. MircHe.yu. Well, that is in the record of our first hearings, as 
pointed out by Mr. Dalmas, adviser to minority members.’ 

Do you have any specific plans now, or any in operation, concerning 
studies and making recommendations to other agencies? 

Mr. Barnes. If you will examine the list of projects in connection 
with which grants have been made to colleges and universities and 
State agencies, you will find that a great many of those are the type of 
studies which will produce exactly the information that we are now 
discussing. It lays the background for conclusions to be drawn, either 
by us or i. congressional committees, as to changes that might have 
to be made in laws or regulations, or the need for further areas of 
inquiry. We are doing a lot of that through the work of these outside 
groups. 

Now, within Government, where Government agencies and sta- 
tistics have to be used, we do that ourselves. We are using the 
Bureau of the Census this next time to obtain some extensive informa- 
tion on small business problems. We have a study going in one State 
of the new firms that have been formed and the ones that are un- 
successful and why they are unsuccessful and unable to stay in busi- 
ness. This is being made in a very scientific manner, and we think 


1 See p. 13, pt. I, of these hearings. 





OPERATION OF THE SMALL BUSINESS ADMINISTRATION 301 


that it will produce answers that are typical of smaller communities 
all across the country. 

Mr. Mitrcuety. Mr. Barnes, have you made, or are you making, a 
study in the tax field? 

Mr. Barnes. Yes, we have made a study through a consultant of 
the problems that accrue in the tax field relating to the operation of 
investment companies. And this was completed some time in the 
middle of the year. 

‘ ae MircHe.yt. Have you reached any recommendations in that 
eld? 

Mr. Barnzs. Yes, sir. We have reached recommendations. We 
had some thoughts that were in addition to the material disclosed by 
this study which we felt was merely part of the problem. We have 
made those recommendations within the executive branch, and I 
expect legislation to be recommended very shortly. 

Mr. MitcHe.u. I would like to call attention for a moment to sec- 
tion 9(d) of the act, concerning joint programs for research and de- 
velopment. Have any of these joint programs been initiated for 
research and development? 

Mr. Barnes. Do you refer to the ability of small companies to 
form pools for research and development purposes? 

Mr. Mircuetu. That is right, sir. 

Mr. Barnes. We have two such groups that are in the process of 
forming. They have submitted their applications to our agency. I 
have consulted with the attorney general and the Chairman of the 
Federal Trade Commission concerning these two pools and have re- 
quested the Attorney general to grant his written approval to my 


approving the eee agreements. 


There have been a number of other groups with whom joint pro- 
grams have been discussed. And, as a matter of fact, we are having 
a meeting, I think, this month, in Washington, with trade associations 
that have an interest in this general area of research and development. 
As you know, that amendment to the act was offered in the Senate by 
Senator Javits. And in the course of our hearings before the Senate 
Small Business Committee, he raised this question and requested 
that a meeting be held of the trade associations that could or should 
have an interest in research and development. 

As a result, we have called this meeting, and we have asked Senator 
Javits to address it, and we will be glad to invite the staff, or any of 
the members of this committee, to appear there, also. 

Mr. Evins. I think it might be well to give you an opportunity at 
this time if you wish to elaborate on the grants for research. Of 
course the Appropriations Committee has rescinded the funds for 
the grant program after next year, feeling that this year and next 
year all of these studies in the 50 States might be sufficient. Of 
course, we have our interagency study groups, and you have mentioned 
these trade association groups and the colleges or agencies in the 
various States are going to make these studies. You will have a 
vast reservoir of information and data on which to draw for research 
and studies and information in many fields—certainly a multitude of 
fields relating to small business. And, in view of the fact that a 
large amount of information will be accumulated, the Appropriations 
Committee feels that, as expressed in the record, maybe this year o 
next year it should be completed. r 
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You may have an opportunity to state your views now as to whether 
or not that should be a continuing program. 

Mr. Barnes. Mr. Chairman, I think the authorization for the con- 
tinuation of the program should be in the Small Business Act in order 
that we may have a chance to present this to the Appropriations 
Committee. I think the program should be continued. I am not 
prepared now to say the volume that should be involved in it. I 
would like to consult with them after we have seen some results in 
the program. 

We have some of the best people in the country, in colleges and 
universities, that are now working specifically on small business 
problems. We think that the information that is going to be devel- 
oped is going to be worth many times what it costs. As an example: 
While there is a vast amount of literature available on business prob- 
lems generally, there is still rather limited information on the small 
business aspects of business problems. So that businessmen who go 
to consultants will find that the consultants have to rely pretty much 
on their own experience, or on material that has been pr epared gen- 
erally for larger business, or for business specialists in certain fields. 

We think that we may uncover in this research some information 
that will be extremely valuable in small businesses and in smaller 
communities in all sections of the country. 

Mr. Evins. Do you have studies underway, authorized, in each of 
the States at this time? 

Mr. Barnes. Yes, sir. 

Mr. Evins. Then it certainly might be of interest following these 
reports to have a continuation, or a followup, in certain areas where 
critical problems have been developed, as shown by the surveys. It 

might not necessarily mean you would need one in each State, but you 
might need a study in New England or in the South or in the West— 
in one area of the country where an acute problem exists. 

Mr. Barnes. Well, sir, the nature of research should be well under- 
stood. 

When you deal with pure research, or abstract matters, trying to 
gain new information, you cannot, at the start of a research program, 
always say that each project is going to develop some startling new 
information. 

Of the 50 projects, I think most of them will produce valuable in- 
formation. But if, in a large percentage of them, we develop highly 
useful, new information that will help small businesses grow, develop, 
and remain solvent and vital, I think it will be a highly successful 
program, even though there may be some studies from which we do 
not receive the returns we would like. 

But that is the nature of any research activity. You cannot assure 
at the start that you are going to have 

Mr. Evins. Of course, these research activities may have to be up- 
dated from time to time, as conditions change and as new industries 
develop and as situations change. 

Mr. Barnes. Yes, sir. 

Mr. Evins. If you want to have your staff prepare an elaboration on 
this view, you may have that done. 

Mr. Barnes. All right, sir, we will insert it in the record here. 

(No further elaboration was supplied.) 
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Mr. Mircueuu. Again, on the joint programs of research and de- 
velopment, as you pointed out, you were in consultation with the 
Attorney General’s Office. I believe it is incumbent upon you to do 
that under the act, is it not? 

Mr. Barnes. Yes, sir. 


Mr. Mircueuu. Have you had any joint programs along this line 
that have been objected to or turned down by the Attorney General’s 
Office? 

Mr. Barnes. We have had no complete refusal. There have been 
one or two we have had to argue about very strongly. 

Mr. Mircue.u. But there has been no refusal. 

Mr. Barnss. No, sir. 

Mr. Evins. In other words, you have been more persuasive than 
the Attorney General and their lawyers. 

Mr. Barnes. Well, I don’t mean it that way. But there were one 
or two situations which they felt were a little unclear insofar as the 
antitrust problems were concerned. 

In the normal pooling loans, I have not hesitated to recommend 
that people go ahead and organize without getting a clearance from 
the Attorney General and the Federal Trade Commission. These 
two agencies would not object if these groups operate understanding 
they are still subject to the antitrust laws, because most of these 
companies «io not organize into a pool for the purpose of violating the 
antitrust laws. They do it for other reasons. It is a fairly remote 
situation, in my opinion, when the antitrust laws would become in- 
volved, and the groups would be willing to change their mode of opera- 
tion if they ever did. 

Mr. Evins. If a small business is getting a loan, he is not likely to 
be a monopolist is he? 

Mr. Barngs. No, sir. 

Mr. MircHe.u. Again, on research and development, Mr. Hipkins, 
I believe that in your very able opening statement you spoke about 
the directory which you published on December 1, listing small busi- 
nesses that were available for research and development. How many 
of those were published, and how were they distributed? Would you 
mind elaborating on that a little bit? 

Mr. Hrpxins. I do not recall the total number that were published. 
Several thousand of them were published, and they were distributed 
on request. We received requests for copies of those from hundreds of 
companies all over the country, many of them large companies, as a 
matter of fact. 

Mr. MitcHetu. That is private companies? 

Mr. Hipxins. Yes, sir. We also distributed them to the Govern- 
ment agencies, all Government agencies, which are interested in and 
which conduct research and development programs and let contracts. 

Mr. Mircuetu. What reaction have you received on this? Do you 
have any evidence of positive results as far as the small businesses 
getting the research and development contracts through these con- 
tacts? 

Mr. Hipxins. Whether or not the publication of that particular 
directory resulted in contracts, I could not say specifically, except that 
there have been, as I mentioned in the statement, and was mentioned 
yesterday, a number of contracts set aside for small business— maybe 
some $17 million worth. And we do know that some of these larger 
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companies have utilized that particular publication for the purpose of 
getting the specific small companies to work in their research and de- 
velopment programs. 

One thing that I mentioned yesterday that might be elaborated on 
is this. We set up what we call a scientific working board. Now, 
that is composed of four representatives from four Government 
agencies—the National Science Foundation, the Space Agency, the 
Defense Department, and one other—and four private individuals 
from private concerns outside of the Government, and the Small 
Business Administration, for the purpose of further developing this 
particular program, and further developing the publication that you 
mentioned. 

We are republishing that in a little different form, and breaking it 
down, giving some more specific information regarding the capabil- 
ities of the various companies who are listed. And that board meets 
about once a month. And we are working with them for the purpose 
of increasing the small business participation in Government research 
and development contracts. And we have the four main Government 
agencies on that board who let research and development contracts. 

Mr. Barnes. May I say the value of this publication is to have it 
available at the desk of the procurement officer who actually is going 
to negotiate and let research and development contracts. Then he 
can turn to it and instantly find several companies that have highly 
qualified research people working for them, even though it may be a 
small company. The only difficulty that we have encountered of which 
I am aware is sometimes we have referred this publication to a large 
department and it ends up in a file drawer instead of getting actually 
to the desk of the procurement officer. And, in those cases, sometimes 
I have sent additional copies addressed directly to the officer. We are 
trying to develop ways to make certain that the publication gets in 
the hands of the men who actually can use it. 

We have had helpful suggestions from these other agencies, and I 
think that they are aware of the problem of getting research and 
development work to small companies. In each agency, we now have 
an individual that is working on the problem, and finding out ways 
to develop techniques within his own agency to achieve the results 
we all want. 

Mr. Mircue.i. My next question is concerning defense production 
pools, under your regulation 126.11—1 through 7, I believe, sir. Have 
any of these production pools been initiated or put into effect? 

Mr. Barnes. My recollection is that there are about nine in 
existence at the present time, and that one was established during the 
last 6-month period. As I have said in testimony previously before 
this committee, it is much easier to organize these pools, and there is 
much more interest in them in times of an emergency than there is in 
peacetime. The problem is simply that businesses will work cooper- 
atively if they are doing it for a patriotic motive. But if they 
organize a pool, and they are beginning to, and one member of the 
pool gets an opportunity to do other work that is more profitable, he 
is not so interested in the activities of the pool. That is the experience 
that we have had with most of them. 

The problem also is in providing efficient management for the pool. 
This is an area in which a management contract, on the part of one 
of the members of the pool, I think, would be the most effective. 
But they have to work that out themselves. 
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If there is not good scheduling of work, procurement of materials, 
and a flow, the pool is inefficient. The ones that have not continued 
in operation most of the time have concluded that they just don’t 
have the management sufficient within the pool to compete against 
an individual company or a larger company. 

Mr. MircHe.u. | have one more question concerning procurement 
in the set-aside field. There has been some question raised con- 
cerning set-asides for the construction industry. Is the construction 
industry eligible now for set-asides? 

Mr. Barnes. We are making set-asides with civilian agencies on 
Government construction. We are not making them in connection 
with Defense Department construction, with an understanding that 
on the larger contracts there will be supervision sufficient to see that 
a good portion of the contracts, and the subcontracts thereunder, go 
to small business. This will be reviewed from time to time. We will 
try to continue the same high percentage of construction work going 
to small business that goes at the present time. 

I do not think that there is any loss of maintenance work or things 
of this nature to small business under this type of operation, because 
those contracts frequently are placed locally. 

Mr. Mircuetyu. Do we understand that the set-aside program in 
the construction industry has been completely suspended with the 
Army? 

Mr. Barnes. Yes. 

Mr. Avery. Mr. Chairman, will counsel yield at that point? 

Does that—the suspension—include the work by the Corps of 
Engineers? 

Mr. Barngzs. Yes, sir. 

Mr. Avery. You don’t examine those invitations at all for poten- 
tial set-asides? 

Mr. Barnes. No, sir. 

You say “don’t examine it”? We are going to have a quarterly 
report and review to ascertain who is getting the work, and to see 
that small firms are participating at least as much as we think they 
would if we did have set—asides. 

Mr. Avery. That is all, Mr. Chairman. 

Mr. Evins. Mr. Barnes, what is the difficulty with the Defense 
Department and the corps? We have $39 billion appropriated for 
operations of the Defense Department. We just passed a Military 
Construction Act, which is an enormous act, providing for construc- 
tion of vast defense installations, and expansions and additions all 
over the country, as well as outside the United States. And the 
Corps of Engineers has great construction programs throughout the 
Nation. Why not let small business participate in that area, too? 
It is one of the big construction programs of the Nation. 

What are your problems with the Corps of Engineers? 

Mr. Barnes. Well, the problem is simply this. A construction 
firm, at the time it bids, usually has a very small number of em- 
ployees. And under the definition that was in use most of the con- 
struction companies of the country would qualify. 

Mr. Evins. As small businesses? 

Mr. Barnes. Yes, sir. We proposed a change and did change 
materially the definition of small business for construction purposes, 
This would create a considerable problem about the volume that 
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was being attributed to small business, since there was some 70 or 80 
percent of the construction allocated to small business under that 
former definition. 

Mr. Evins. In other words, the corps maintains or insists that 
about 70 percent of their construction is by small contractors anyway? 
And they didn’t want the Small Business Administration horning in 
on making their decisions? 

Mr. Barnss. No, sir. They just said, ‘We are qualifying and 
maintaining a good program under the present law and regulations.” 
And they made a very effective showing that they were. Our posi- 
tion was that the system might be resulting in some of the larger con- 
struction firms getting work that, if set aside, would go only to smaller 
firms. 

Well, the nature of construction work is such that certain types of 
work, the building of a dam or the building of an immense building, 
requires firms that are capable of scheduling the work of subcon- 
tractors, integrating it, and financing it. Generally speaking, this is 
one type of firm, and this is not what we are talking about. 

Mr. Evins. Have you insisted with the Corps of Engineers that 
while you are not interfering with letting these contracts and awards, 
that after they are let they should have a stipulation or provision or 
clause to say that subcontracting should be done to small business? 

Mr. Barnzs. Yes, sir; they are putting a subcontract clause in 
their contracts. They furthermore have changed their system some- 
what. They have put out an excellent bulletin, or at least it was in 
the process of preparation and approval the last time I heard, in 
which they directed all their people that before letting individual 
contracts they would consult with local offices of the Small Business 
Administration, and we would have an opportunity to advise with 
them on small business problems in connection with the contracts 
and perhaps call work to the attention of capable small firms. And 
they would review this general area of work at regular intervals to 
make certain that the type of contract that could be performed by 
small companies was going to small companies: That large companies 
were not just moving into the individual-type contracts that do not 
require this coordination and scheduling of the work of subcontractors. 

We held that conference and agreement, I think, along in June, 
and the instructions are going out to the field at the end of 3 months. 
In 6 months we will review it again. This program is still in a study 
basis, as far as I am concerned. If this does not produce as much 
business for small business, I am perfectly free to raise the question 
again. I am sure that the Chief of the Corps of Engineers under- 
stands our problem. We understand his. If it does not work, he 
will be willing to adopt other techniques. 

Mr. Evins. Let the record state, and I believe I can state for the 
full committee, or the subcommittee, a majority of the members of 
the committee, that we hope you will review this matter, and that the 
committee is interested in seeing participation by small business, so 
far as practical and feasible. 

Mr. Barnzs. All right, sir. 

Mr. Mircuety. Mr. Chairman, we are through with the procure- 
ment and the technical assistance programs. 

Mr. Evins. Mr. Multer, do you have any questions you would like 
to ask on this particular phase of SBA’s operations? We are glad to 
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have you with us. We know you are the distinguished chairman of 
another subcommittee concerned with procurement, largely in the 
military field, and a very valuable member of this committee. 

Mr. Muurer. Thank you, Mr. Chairman. I would like to ask 
Mr. Barnes whether or not they have allocated all of the funds that 
have been made available for research and development, or, let’s put 
it this way: First, tell us what is the total amount that had been 
made available for research and development by way of grant, and 
how much of that have you allocated? 

Mr. Barnes. You are referring to the grants—not wages or salaries? 

Mr. Mutter. Grants. 

Mr. Barnes. There is $2,080,000 that has been made available for 
this year and next. There was slightly under $2 million allocated for 
this year. So there will be $2,080,000 available for 1960 under grant 
programs which will be submitted in October. 

Mr. Mutter. Do you recall what was the total amount that was 
made available by transfer from the Federal Reserve banks to the 
Secretary of the Treasury for this purpose? 

Mr. Barnes. $27,500,000. 

Mr. Mutter. Thank you. 

Mr. Evins. Mr. Roosevelt, we have just about concluded our ques- 
tioning with the Administrator on procurement and set-aside. On 
this subject, or any other subject, do you have any questions? 

Mr. Roosreve.t. Mr. Barnes, I want to apologize to you for not 
having been here earlier. As you may know, | am involved in a 
rather controversial subject that has come out of thisroom. I might 
say this is the most peaceful hearing I have had in this room for some 
time, as Mr. Avery has just reminded me. 

I have a question which I understand you have covered somewhat 
already. It relates to the release that the Administration got out on 
June 17, 1959, with respect to the invitation by the Small Business 
Administration to cual firms to register their qualifications for ob- 
taining research and development prime contracts or subcontracts. 

Mr. Barnps. Yes, sir. This is in connection with the publication 
of a directory on research and development capabilities of small firms 
in all parts of the country. We have been issuing this directory each 
6 months because there are new firms going into this area. Our list 
is not complete. This release that you saw merely was calling the 
attention of firms that might be interested in being listed. We 
subsequently extended the date of listing. I think it is probably 
closed now since we hope to issue the directory about September 1. 
However, we will, in about 6 months, issue a later edition of it, until 
we get the list so complete we feel it needs to be issued only once a 
year, or something of that sort. 

r. RoosreveittT. Once you have completed the list and it is pub- 
lished, besides just sending it to the various agencies or anybody else 
that might be able to make use of it, is there any followup that the 
small business companies themselves can feel that you make once 
they have been listed with you? For instance, let’s take any par- 
ticular company. Let us say the Metal Products Co. from Nashville. 
After they have listed with you, is there any followup so they know 
that on matters that come within their capability, the department or 
agency will draw that to your attention, so that the small business, in 
turn, may then follow up and get a crack at the business? 

41487—59—pt. 2—5 
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Mr. Barnes. Yes, sir. As I said a few minutes ago, we try to get 
that book at the desk of the actual buyer, the procurement officer 
that is going to make the contract for research and development, and 
try to get him to use that on a day-to-day basis when he has work that 
he is going to let. 

Now, in addition to that, our field offices, throughout the country, 
keep in touch with those officers, procurement officers, as far as they 
can, about future work. If they know of work, part of which might 
be done by small firms, they will tell the officer. They will direct 
his attention to four or five companies in the directory that may have 
capabilities which would fit in in connection with that contract. So 
there is a continuous day-to-day review. 

Mr. Roostve.t. Do you alert the company itself? I mean, does 
your liaison officer, who is sitting up close to the purchasing officer, 
as he sees these things come up, inform you, so that you, in turn, can 
alert the company that maybe they should be looking into the possi- 
bility of obtaining the contract? 

Mr. Barnes. It is done in some cases. It is done only if there is, 
perhaps, a question about whether the company is interested in this 
type of work, or something of that sort. Because the effect of calling 
it to the attention of the procurement officer is usually to get them 
on the bidder’s list for this particular contract,.and they do hear 
about it. 

Now, none of this is a substitute, in my opinion—and having been 
associated with procurement since 1940—for the concerns selling its 
own services. ‘There is a lack of comprehension on the part of many 
small firms and many firms in research and development on the essen- 
tials that they must go through in order to get business. Getting 
business from the Government, and even in connection with research 
and development, is just like selling clothing in a store. You have 
to have your merchandise packaged well, you have to present it well, 
and you have got to get your customer’s attention, and you have got 
to get to them. While you may use this listing as a form of adver- 
tising, and you may use the Small Business Administration as sort 
of a friend at court, you still have a selling job that has to be done 
effectively with the man that is going to place the contract. 

Mr. RoosEeve.t. Well, now, you have raised the very point I want 
to get at. We have been reading all about the admirals and the gen- 
erals and the retired people who are here in Washington, doing the 
selling for the big companies. The little company we are talking 
about can’t afford to hire a retired admiral or a general to do his selling 
for him. 

I have, for instance, a big company—the Hughes Aircraft Co.— 
in my district. They do an excellent job of selling here. They 
have their own office. It is well staffed and it is well run by capable 
people. I have no complaint, no criticism, of this. 

But this little company can’t do that. How can they possibly 
compete, unless somebody, somewhere, is actively assisting them to 
do this selling job? They just don’t have the money to come to 
Washington and do this. 

Mr. Barnes. We are trying to do that through the directory. 
But if I represented or was the owner of a small company, I would, 
in the first place, make certain that I had a brochure that showed 
my plant, that told what the facilities are in the plant, that told who 
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the technical people are, what their qualifications are—in other words, 
the string of degrees after their name—where they did their research 
work, what the papers are they had written, what fields they were 
in. And I would have it all laid out so that I could get this myself 
in the hands of the procurement agencies that are likely to need 
this kind of work. 

Mr. Roosrvett. And then it probably goes to the bottom of the 
drawer in the procurement officer’s desk, does it not? If the same 
thing is done by Hughes Aircraft, the Hughes representative is there 
making the procurement officer pull it out from the drawer and saying, 
“Look, we have told you what we are.” 

Mr. Barnzs. No, sir, a buyer is not in that position. The ordinary 
buyer for the Government, or anyone else, feels that his profcssional 
capability is determined by how well he knows the field in which he is 
doing his buying. He would rather have a well qualified research 
man, even if there were only two or three of them in a firm, than he 
would have a large organization which had merely clerical employees 
working under the direction of one man. 

I know of a firm, for instance—it happened to be in Tulsa—it only 
has about 8 or 10 employees, but all but two of them have Ph. D.’s 
in various fields, and they can do a terrific amount of research work. 
You get what you pay for in dealing with a firm like that. You get 
the Ph. D. himself, working on your research. You don’t get an 
assistant working under the direction of someone else. 

Now, the buyers for Government research are aware of this. This 
is a part of their profession. 

What happens, and what is distressing, is that a man who has done 
well in making pots and pans, we will say, thinks that he can get 
research in a field that may be related, but he doesn’t even narrow 
it down that much. He just says research and development work. 

Well, he may not have the professional qualifications in his em- 
ployees that justify giving the work to him, or, second, he may not 
sell the capabilities of his firm. And all of these other things are 
valuable. 

But you get back to the proposition that they must do a certain 
amount of selling themselves, and it can be done in research and devel- 
opment just like in anything else. The Government is anxious to find 
the best qualified people, and to only give the big companies the work 
that is completely beyond the capacity of a few research men to do. 

Mr. Mutter. Will the gentleman yield at that point? 

Mr. RoosgEvett. Certainly. 

Mr. Barnes. IJ don’t want to generalize too much on that. 

Mr. Mutter. I think the point is just this. The law doesn’t set 
up your agency as a selling agency, to sell for small business, because 
if that was what you were going to do every time you sold for one of 
my constituents, one of my colleagues would be on my neck, and vice 
versa. What we have tried to do under the law, and what you are 
supposed to be doing is to be sure that the small businessman has an 
opportunity to sell. And you are providing him with all the informa- 
tion, so that instead of his chasing to Washington, you make it as easy 
as possible so he can get the information, know where he can go, and 
then if he doesn’t get fair treatment, call on your agency to get help 
in that connection. 

Am I right? 
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Mr. Barnes. Yes, sir. 

Mr. Roosrvetr. Of course I completely agree with my colleague, 
Mr. Multer, and I agree with what you said, too, Mr. Barnes, but I 
still come back to the feeling that I had and still have. As you said, 
there are possibly some people listed in this book who couldn’t possibly 
qualify for research and development contracts. But once they get 
their name in the book they are hopeful, from there on in, that some- 
how the lightning is going to strike them and they are going to get the 
opportunity. 

Now, I frankly don’t know yet what the complete answer is. But I, 
for one, feel that there is a gap that exists between the ability of a 
large company, with the capital and the resources to maintain their 
own selling staff in Washington, and the small business which cannot 
do that—which, in the first place, cannot continually draw the atten- 
tion of the buyer to its company; and, in the second place, does not 
have the facilities to keep currently informed at all times as to what 
is or may be coming up that it may be qualified to do. 

I know, for instance, my friend from Hughes Aircraft is over at the 
Pentagon every day, and it is his job to keep right on top of the ball, 
so he misses nothing that may be coming up in order that his company 
is completely informed at all times. I would venture to guess that 
very few of the companies listed in this directory can possibly do that, 
so that they are at a basic disadvantage. 

Now, I agree with Mr. Multer that to sell is not your job today 
under the law. But I want to point out that this gap does exist, and 
how we should close it—whether it can be caned by a nongovern- 
mental agency of some sort, or whether perhaps we should find some 
way to try to work out a reasonable system to help small business 
through a governmental agency—is a problem which | think this com- 
mittee should give some study to. And I have just brought it up 
because I think you do all you can under the law, and I congratulate 
you on the thoroughness of what you have done. 

But I think it doesn’t completely solve the problem from the point 
of view of small business. 

Mr. Barnes. Mr. Roosevelt, perhaps I should point out what has 
happened in the past 18 months. 

ow, in the past year to 18 months, we feel that we have consider- 
ably opened up this field. In the first place, we have assembled this 
information about the capabilities of small firms, which was never 
available before to the procurement officers. And they know about it. 

The directory is getting better each issue. It is being more widely 
used, not only by procurement officers, but by private companies and 
research people as well. 

That is the first thing. We have collected the information. We 
are making it more widely available. 

Next, we work with the research agencies themselves. They are 
conscious of the problem. They have different types of programs in 
different agencies. And each one of them, as far as I am concerned, 
is giving attention to the problem of breaking down their research 
work and giving smaller companies that are qualified to do it a chance 
to discuss it with them. 

Now, this is a complete change over a year ago; even a year ago. 

The illustration that I gave, however—I could give you a concrete 
one from private industry to illustrate the problem. 
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In small companies they frequently want to get the work, we will 
say, of a major aircraft company—they want to sell some of their 
saa to them. Most of the large prime contractors have small- 

usiness programs within their own shops. They have a liaison man. 
Our office can arrange for an appointment, and the small firm can 
go over there and furnish the information about his product—he can 
get a reception, he can go talk with the buyer. He may still not make 
his sale. And another man may come and follow the same route and 

et make a sale. The second man does it not only by doing that 

ut in addition finding out what the company is making and how it 
works in with his production. Then he doesn’t stop with the buyer. 
He finds out who the engineers are that are working on it. He finally 
gets to meet the engineers, and he tells them the advantages of his 
product and the qualities it has that other products do not have. 
And, finally, the engineers for the major companies start writing in 
their specs that they want a particular type product, because they 
know it—they know what it is. It comes to the buyer, and be buys 
as he is directed in the engineering information that he receives. 

In connection with Government research and development, it is 
somewhat the same sort of thing. A man that desires to get work 
should, in the first place, have his own capabilities well described, 
and then should get that in the hands of the people that are trying 
to find out who can do good work. There may not be any of that 
type work for a few months, or maybe that year. But if he does a 
good selling job, he improves his chances of being the one of four or 
five firms, maybe, that are listed that is selected. 

Mr. Roosrevetr. Well, I certainly congratulate you, and I think 
you have definitely improved the situation. Whether it is the com- 
plete solution, I have some doubts. But that we can go into later. 

Thank you very much, Mr. Chairman. 

Mr. Evins. Mr. Avery? 

Mr. Avery. No questions. 

Mr. Moore. I have no questions. 

Mr. Evins. Thank you, Mr. Barnes. 

I believe the committee would like to hear next from Mr. Jules 
Abels, of the Office of Economic Advisor, along with Mr. Barnes. 

Mr. Abels, would you come forward, please? 

Mr. Barnes. Mr. Jules Abels is economic adviser to the Small 
Business Administration, and Mr. Mills—Mr. James 1. Mills—is 
Assistant Deputy Director. 

Mr. Evins. Mr. Abels, will you give the committee a brief state- 
ment on the principal functions of the Office of the Economic Advisor, 
and the services that you render? 


TESTIMONY OF JULES ABELS, ECONOMIC ADVISER TO THE SMALL 
BUSINESS ADMINISTRATION, AND JAMES I. MILLS, ASSISTANT 
DEPUTY DIRECTOR, SBA 


Mr. Assets. Well, the Office of Economic Adviser performs quite a 
few functions. We analyze all the economic statistics and the trends 
affecting the small-business picture. We advise the Administrator on 
the various economic factors which affect small business. That is a 
rather broad description of the functions performed by an economist in 
a Government agency. 
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Well, that is one broad category. 

The second broad category is the incorporation of these statistics 
in a semiannual report, and the preparation of the semiannual reports 
and other reports, to congressional committees, other executive 
agencies of the Government, and others. 

Another important function is the function relating to size, which 
has been delegated to the Office of Economic Adviser, the delineation of 
size eligibility and categories, and fitting specific concerns into those 
categories when the situation arises. 

There are miscellaneous functions that are performed by this Office. 
For example, a great deal of my time lately has been absorbed in a 
study which has been ordered by Congress to be performed by the 
Department of Commerce and the Small Business Administration on 
the impact of third-class mail rates on small business. That study 
is going on right now, and it is a very long study, and I think a rather 
important one. 

There are recurrent problems from time to time. 

I think, Mr. Chairman, I have stated very broadly what I do. 

Mr. Evins. You are the right-arm of the Administrator in advising 
on economic matters, and on size standards? 

Mr. AsBEts. I do that, sir. 

Mr. Evins. And you do special jobs for the committees of Congress? 
Do you study the reports of the Bureau of Economies of the Depart- 
ment of Commerce, and are those reports related to making loans in 
the financial assistance division of the SBA? 

Mr. Asets. Sir, I study, and my staff studies—I have some very 
able assistants, and we do study the reports of the Department of 
Commerce, particularly their main report, which is the Survey of 
Current Business, which comes out monthly. 

Mr. Evins. Do you use those reports as an aid to assist small busi- 
ness in securing loans and other assistance, or do you use those reports 
in a negative fashion, to deny assistance to small business, in your 
counsel and advice to the Administrator? 

Mr. Azsets. I do not have any specific responsibility as far as the 
eligibility standards are concerned, other than size, Mr. Evins. But 
Mr. Barnes knows my personal viewpoint, and that is that small busi- 
ness should be aided as much as possible by loans. That is the purpose 
of the Small Business Administration. It is why itisset up. That is 
the will of Congress. And whenever any specific problem has arisen, 
I have always told the Administrator my own personal feelings, and 
that is that the law and the regulations should be so interpreted as to 
give the maximum possible assistance to small business, under all 
circumstances. 

» Mr. Evins. Mr. Counsel. 

Mr. Mircuet.. I believe as you stated, Mr. Abels, the matter of 
size standards has been delegated to your office. 

Mr. Asets. I would like to make that clear. It isn’t an exclusive 
responsibility. It is a very difficult job and it has finally been lodged 
with me. We once had a Size Standards Committee, but actually it is 
a community cooperative function. Even though it may emanate 
from me, the decisions are made on advice, of, say, the Procurement 
Division, if it is a procurement matter, the General Counsel, anybody 
else who is affected. It is a very basic problem. It is a problem that 
engages the best brains in the SBA, and I must say it has perplexed all 
economists on the outside too. 








§ 
1 
s 


OPERATION OF THE SMALL BUSINESS ADMINISTRATION 313 


As Mr. Multer once said in concluding the hearings last year, he 
said this problem is going to be with us long after we are gone. 

Mr. Mircueti. The reason for my asking the question was that we 
are going to have some questions on size standards first in the procure- 
ment field and then in the financial assistance field, and we wanted to 
know where to direct the questions. 

Mr. Apets. I will try my best to answer them, Mr. Mitchell. 

Mr. Mircnetu. I believe that the act, section 3 specifically, 
specifies that when the number of employees is used as one of the 
criteria to determine the size standards, that it should be done on an 
industry to industry basis. How many industries have you set up size 
standards for, separate industries? 

Mr. Apes. In the manufacturing field, Mr. Mitchell, there are 
448 industries. Those are what are called the four digit industry 
classifications. Now this is a rather complicated problem. I would 
like to simplify it as much as possible. In the financial field where 
the matter of size determination is completely under our own thumb 
because we don’t have to deal with the procurement agencies at all, 
we have done something revolutionary in the size field. We have 
set up multiple standards insofar as possible corresponding to the size 
characteristics of a particular industry, and we have taken 448 
manufacturing industries, what are called the four digit industries, 
and we have lowered the size standard from 500 to 250 for 262 in- 
dustries. It has remained at 500 for 98, it has been raised to 750 
for 48, and it has been raised to a maximum of a thousand for 41. 

In other words, we have introduced the concept of relativity into 
the size administration. 

However, in the case of nonmanufacturing industries, we have 
arrived at the conclusion that the employee measurement yardstick 
is not as effective as the dollar volume. Therefore, we have set up 
different dollar figures for specific nonmanufacturing areas. For 
example, in retailing, a million, in wholesaling 5 million, service trades, 
a million and so forth. Mr. Counsel, I don’t feel it is necessary to 
narrate them all because you probably know what they are. 

Mr. MircHe.it. You mean that you have established definite size 
standards in over 400 industries? 

Mr. Asets. Yes, sir. Now that, however, is in the financial field. 
When you come to the procurement field, you have a very difficult 
problem. 

Mr. Mitcuett. I am addressing my questions primarily now to 
the procurement field. Perhaps you didn’t understand. 

Mr. Apets. I’m sorry, sir. 

Mr. Mircuett. We are speaking of size standards in the procure- 
ment field right now. 

Mr. Asets. Well, in 1942 the Government started out with a 
concept of 500 employees, and that has been kind of a lodestone 
around the neck of the whole size concept since that time. When the 
Small Business Administration was set up, Mr. Barnes inherited a 
concept which had been in existence for many years. At that time 
I was told, when I pointed out the absurdity of a 500 rule in all 
industries, that it was set in concrete and couldn’t be changed. 

However, we have been trying to modify the 500 principle and we 
have actually introduced flexibility. 
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Mr. Mircueut. Excuse me. I believe it is the specific intent of 
Congress that there should not be one firm rule for all industries, is it 
not! 

Mr. Apets. Yes, sir, and we have been trying to carry out that 
intent of Congress and we have done it in two ways. In the first 
place, we have granted certificates to individual firms in many in- 
dustries where we feel that it is inappropriate for the 500 rule to 
apply. We have also, after holding hearings and after consultation 
with the industry, after consulting all the statistics available, after 
consulting with the procurement agency and so forth, we have pro- 
mulgated a general rule for the specific industry. 

Mr. Mircueiy. That is what we want. In how many industries 
have you promulgated a definite size standard for procurement 
purposes? 

Mr. AseLs. You mean on a general basis, sir? 

Mr. Mircuety. No, for each industry. How many have you broken 
down industry to industry, where for this industry there is a certain 
size standard and for that industry there is a certain size standard? 

Mr. Apes. Well, as I say, when we grant a certificate, we in the 
first place delay the effective date of the certificate for that particular 
industry for 45 to 60 days. We publish it in the Federal Register, so 
we let everybody in the industry wen that we are willing to entertain 
applications for certificates in that particular industry, and we have 
granted certificates in as many as 38 different industries. 

Now then, as far as the general rule is applied—now I am going to 
the general rule—we have, after holding hearings and studying the 
particular industry, issued a general rule for petroleum refining, for 
construction, for sales of surplus timber, for aircraft and components. 
We held a hearing on small boats and decided that we would retain 
the standard at 500, and only Tuesday we held a hearing on the airline 
industry. So as you see, we are progressing on this industry-by-indus- 
try definition. 

Mr. Mirtcue tt. I don’t know if you stated this, but the latest data 
I have on it from the Federal Register dated May 1 is that under your 
schedule B you have issued small business certificates in 21 industries. 

Would that be correct, sir? 

Mr. Asets. I asked for a count, Mr. Mitchell, before I came here. 
I may have been misinformed. The concept of what is an industry 
is sometimes different, and therefore, I was told—my assistant, Mr. 
Mills, tells me it is 38 in manufacturing and 3 in nonmanufacturing. 
We will give you a complete breakdown. 

Mr. Mircuett. When you issue a small business certificate in an 
industry, does that mean that a size standard is established in that 
industry? 

Mr. Asets. Yes. The implication is very plain, sir, that we regard 
a particular firm as having a good chance under our concept to be 
regarded as small. As you know, in our size regulation it is stated 
that these certificates are granted to firms with employees between 
500 and a thousand, so that the maximum limit is a thousand. So 
every firm is on guard. I would like you to know that our studies 
indicate the number of firms within that band is much smaller than 
anyone believes. 

r. Mrrcneti. While we are on the small business certificates in 
this same field, would you explain how small business certificates 
are applied for and the general procedure in issuing them? 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 315 


Mr. Asets. There is a very lengthy form, so lengthy that I would 
think that the average concern would have to spend a good deal of 
time giving us the data to satisfy us about it. It is called form 355. 

Mr. Mircuet.. I don’t mean what is in the form. I mean how is 
the certificate instituted? Who passes on it? 

Mr. Aszts. I see. 

Mr. MitrcHetit. How much time does it take to obtain a certificate, 
under what circumstances are they given, and what are their effect? 
These are the things we want to know. 

Mr. Asexs. On every bid form the small business is asked: 

Do you have less than 500 employees computed on an average quarterly basis, 
or do you have a small business certificate? 

So every firm is aware of the fact that there is a small business cer- 
tificate process or else—frankly, they don’t have the capacity for 
reading the form. Now, in every one of our field offices there is a 
stack of forms, form 355, and every smal) business is aware through the 
information which is disseminated by our field offices that there is a 
small business certificate form. 

Mr. Mitcnetu. At this point, let me interrupt you just a moment, 
if I may. I believe you mentioned that on the bid form there is a 
question which in effect asks ‘‘Are you a small business or do you have 
a small business certificate?”’ Do we understand that they can self- 
certify as a small business if they are within your general definition. 

Mr. ABEtLs. Yes, sir. 

Mr. MitcHety. How does the question then arise as to whether 
they will need a small business certificate? 

Mr. Apets. They can self-certify. ‘Then the question is: Do you 
have a certificate? 

Mr. Mircuety. And then do they apply for a certificate if they 
need one? 

Mr. Apets. [ should think everyone—he who runs can read there. 

Mr. Mircuety. Where do they apply, Mr. Abels? 

Mr. Azsets. They obtain the form at the regional or branch office. 
It is filed with the regional or branch office. 

It is sent to Washington. Now, at this point it is passed on to my 
assistants who analyze the form. In a large number of the cases we 
get forms in which the firm has less than 500 employees and we tell 
them. Ina large number of cases we get forms from huge corporations 
which ask to be certified. And in another large number of the cases, 
the firm says it is small, but when we read the certificate application 
we find that it is an affiliate of another firm, and then we have to 
advise them of the affiliate rule. Well, that winnows down the appli- 
cations to a much smaller number than the number that we receive, 
and those are the potential. 

Now, then, I have a group of economists working forme. The first 
thing we do is to look them up in Standard & Poor’s or Moody’s, and 
so forth, and find out what the company is, and sometimes we dig up 
some interesting information which doesn’t correspond to the form. 

Then having passed that stage the form is analyzed, and there is an 
analysis submitted to me of the particular product for which they 
want the certificate and the type of production that the firm is engaged 
in, and the specific four-digit category is attached. 

Then it comes for review, and that review is conducted principally 
by my assistant, Mr. Mills, and myself. I would like to say that my 
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assistant, Mr. Mills, has been in the small business problem now since 
1940. 

He has been working on the definition. We determine whether or 
not it is appropriate that that type of production and the item for 
which they want certification should be given a higher employee tag 
than 500. 

And, frankly, the guide rule which we use is the financial definition 
because that incorporates the multiple rule. Last year when the 
House passed a bill in which it instructed the Small Business Admin- 
istration to establish multiple standards, it specifically said that if we 
didn’t do so the financial definition should be used. 

Mr. Mircuety. That was my next question, if I could just ask that 
right now. 

What about an industry in which you have not issued a small- 
business certificate and you have not published a size standard? 
What criteria are used for that business? Do you use the general 
500-employee rule on all of them or do you now use the financial 
schedule? 

Mr. Angts. If an application is made for a certificate, we will use 
the financial assistance rule as a guide. 

Mr. Mircueui. You do that in the industries for which you have 
not established a size standard? 

Mr. Arngzs. That’s right. 

Mr. MircHety. For procurement purposes? 

Mr. Arets. That’s correct, sir. 

Mr. MircHe.u. Are you stopping on that or are you going forward, 
still establishing size standards on an industry-to-industry basis in 
the procurement field? 

Mr. Aseus. We intend to really keep these hearings moving at a 
very rapid pace. 

Mr. Mircue.u. Let us suppose that in an industry in which you are 
using the number of employees criterion, a business manufactures a 
product which is a major item and concerning which the small business 
employee standard is 500. That same business manufactures another 
item, which is a substantial major item, and concerning which the em- 
ployee limit is 1,000. 

It has 750 employees, which makes it big business as concerns the 
item they manufacture to which the 500-employee limit pertains. 
Does that then make them big business as concerns all the items it 
produces, including the one with the 1,000-employee limit? 

Mr. ABEts. Yes, sir; it does. 

Mr. MircuHe tu. It does? 

Mr. Asets. Should I explain the theory, Mr. Mitchell? 

Mr. Mircuetu. If you would, briefly. 

Mr. Apes. The theory is that everybody is classifiable as ‘‘fish” 
or ‘fowl.”’ I mean all of us, and that applies to all of us as individuals. 
You may be a horticulturist, but your chief job is to be counsel for 
this committee, and that is true of a business. 

Mr. MircHe tt. Incidentally, I am not a horticulturist. 

Mr. Asets. A business is either large or small, and the only way 
to do it, and it is extremely difficult, is to look at the major activity 


of the business and say “This is what you do. This is your major 
function.” 
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Now if you should depart from that rule and allow a business to 
obtain a small business certificate for any particular item they make, 
you must understand that the result is that you are helping a fonsilien 
which is not small to compete against businesses which are small. 

Now I often say to people who come along—and of course this is 
a very hot subject—that the easiest thing on the part of a Govern- 
ment agency is to say “Yes.’”’ However, this is a rule which I think 
is necessary. On the other hand, if congressional committees should 
feel that that is not a proper rule, of course, we can always change it. 

Mr. Mutter. Please don’t suggest that. I fought so hard for that 
rule over the years. 

Mr. Mircuety. Mr. Abels, you feel that it is practical to set up 
size standards for small businesses, do you not? 

Mr. Asets. I think it is practicable. I think it can be done and 
I think that we have made, I think the Administrator has made a 
conscientious attempt to accomplish it, and I think it can be done. 

I think it will be done. I think in 10 years from now the whole 
thing—I think the 500 rule will be junked. 

Mr. Mutter. I thought we repealed many years ago that provision 
that applied to the Defense Department and established the rule of 
500 employees. We found that even though we repealed the rule 
legalistically by repeal of statute they still adhered to it with the law. 
Until we change the statute by writing the definition, I think you are 
very effectively administering that statute today. 

I know you haven’t reached every industry or every particular 
problem of the situation, but I think you are quickly approaching the 
time when you will have covered the entire economic situation under 
this definition. 

Mr. Barnes. May I make a brief statement on this which may help 
to clarify the situation? You see in the catalog of the items required 
by the Defense Department and other Government agencies as well, 
there are over 3 million items. Now if we will say sheet metal people 
stayed only in that field, it would be very s mple. 

But our industry is not so organized. The trouble is that people 
that you classify by industries using information that is available to 
us that would help us to fix a size standard won’t stay in that particular 
industry. They lop over into something else. They get another prod- 
uct that is part rubber and part tin or something of that nature, and 
the first thing you know you find them appearing in several different 
categories if you look at their products, and it is particularly complex 
in connection with these items in the Government catalog, many of 
which do not have counterparts in civilian applications, so that it 
would be nice if everybody stayed in a nice niche, we would be able 
to analyze it. 

As it is, we go on a case-by-case basis, and this is building up a body 
of information, and we think we are solving the problem. 

About the time you get it solved in one industry, half of that indus- 
try will come in and contend that this is not the right industry, that 
it should be something else, because Mr. Abels told you that we use 
the four digit numbers as a breakdown. If you go to five digit, in- 
stead of having 400 industries you have 5,000 or some much larger 
number. The example that I might give you would be in wearing 
apparel. If you take a category like this, it is fairly easy to get the 
figures. But then if you go to the next digit in the industrial classi- 
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fication, it is broken down into men’s apparel, ladies’ and misses’ and 
all types of other sorts of things, and perhaps into hats and shoes 
and other things. If you were to take the next digit, it finally gets 
down to belts. We had one problem in which even the companies 
that were in the belt industry complained that this was not a proper 
breakdown, that you had to either deal with fabric belts or with 
plastic belts or with leather belts. 

It finally developed that a company that had 90 employees was just 
a dominant company or at least insofar as the volume of work they 
had in the plastic belt field they did about 80 or 90 percent of the 
business. But’ obviously they are small, less than 100 employees, 
not dominant if you say that they are in the belt business, and a very 
small company if you say they are in the apparel business. So it 
takes a Solomon to decide some of these, particularly when everyone 
that talks to you has a Government contract gleam in his eye, anit is 
important to him and he can see a clear distinction for his case. 

Mr. Mircue.u. That is why the question was asked concerning the 
different products. You would be asking for trouble if you went 
beyond the industry to industry basis? 

Mr. Barnzs. Yes, sir. 

Mr. Mrrcweiyi. And went into a product basis? 

Mr. Barnzs. Yes, sir. 

Mr. Mircueiu. Concerning size standards for financial assistance, 
Mr. Abels, would you please state for the record how many industries 
you have adopted size standards for in this field? 

Mr. Asrxs. There are 448 industries; retail, a million; wholesale, 
5 million; services, a million; hotels and power laundries, 2 million. 

Mr. Mircuenyt. When you say millions you are speaking of dollars? 

Mr. Apezs. Of the maximum. 

Mr. Mircuwty. The dollar volume of business per year? 

Mr. Assis. That’s right. You can’t do more than that and be 
considered small. Trucking, 3 million. Have I skipped any? I 
don’t think so. I think I have covered them all, sir. 

Mr. Mircuetu. I believe that is published in the Federal Register 
under schedule A of your regulations? 

Mr. Axszets. That’s correct. 

Mr. MircHeu. Schedule A sets out employee size standards for 
financial assistance, does it not? 

Mr. Asexs. That’s correct, sir. 

Mr. Mircuetyi. And you have adopted financial size standards 
besides the number of employees standards? 

Mr. Asets. Nonmanufacturing. 

Mr. Mrrcuett. In the other industries which you have mentioned? 

Mr. Apets. That’s right. 

Mr. Mircuetu. That’s all the questions I have on size standards, 
Mr. Chairman. 

Mr. Evins. Mr. Roosevelt? 

Mr. Roosrvett. No questions. 

Mr. Evins. Mr. Multer? 

Mr. Mutter. Thank you, Mr. Chairman. 

Mr. Abels, when we originally wrote the Small Business Act and 
looked at the language of the definition which is still in the act, a 
business or concern must be independently owned and _ operated, I 
for one had in mind that that would exclude the publicly owned 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 319 


corporation. I know—and I am not saying this critically—that you 
have extended the interpretation in its application in some instances 
to publicly owned corporations. 

hat is your thought. about that? Does the statute need an 
correction or amendment in that regard or is the language still appli- 
cable to the practical situation that you find when you come to 
interpreting the act? 

Mr. Asets. Mr. Multer, I think that the statute is just fine the 
way it is. I think that we can work very well with the way it is 
framed, independently owned and operated. There have been some 
proposals for tinkering with it which have been made. There have 
even been bills offered, and I have felt that every amendment which 
has been offered would disrupt the operations of the agency. The 
affiliate rule is the keystone. It is the heart of the Small Business 
Administration. 

Without it we would be destroyed. . 

Mr. Mutrer. In other words, whether it is a division of the com- 
peony or it is a separate corporation or a separate partnership controlled 

y the group, you look at the whole picture? 

Mr. Aspens. Exactly. 

Mr. Mutter. To determine whether or not it is small business? 

Mr. Apexs. We look at it to see whether, in fact, the company is 
owned or controlled by another company. If it is owned or controlled 
by another company in fact, we lump them together for purposes of 
size. 

Now, if A is not controlled by B, let’s take A and B, both inde- 
— of each other, neither one owns or controls the other but 

oth are owned by C. Then we add A, B, and C together. 

We lump them all together and treat them as one entity, thus 
getting at the holding companies. 

Mr. Barnes. I would like to comment tlat I would certainly not 
like to see the concept introduced into the law prohibiting publicly 
owned companies from participating. I think it would place a severe 
limitation on what I hope will be the activities of the investment 
company. We have designed a completely different type of defini- 
tion to apply in this field, and I will be glad to have Mr. Abels speak 
to it, but we find that here we are trying to reach the gap in financng, 
It is easier to define the gap than it is to define the size of company. 

There may be some very small companies that are truly pulled 
owned and listed on exchanges. There may also be other companies 
that are publicly owned, but which are not able to obtain financing 
and to qualify under what we feel at least was the intent of Congress in 
passing the law. So, regardless of what may have been the intent at 
the time the act—the Small Business Act was originally written, I 
think if this concept were written into the law now, you would find 
that there are many companies that will eventually obtain financing 
under the Investment Act that would be precluded by that concept. 

Mr. Mutter. In other words, you gentlemen assure the Congress 
that in the practical interpretation and application of the statutory 
definition, the fact that a company is publicly owned should not 
exclude it 





Mr. Barnes. That’s right. 


Mr. Mutrer. From the benefits of this statute if, nevertheless, it 
is small business? 
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Mr. Barnes. Yes, sir. 

Mr. Mutter. Thank you, Mr. Chairman. 

Mr. Evins. Mr. Avery? 

Mr. Avery. I believe not, Mr. Chairman. 

Mr. Evins. Mr. Moore. 

Mr. Moore. No questions. 

Mr. Evins. As a matter of fact you have so interpreted the existing 
authority in making loans as extending to development companies 
which relate to small business? 

Mr. Barns. Yes, sir. 

Mr. Evins. And to seive the economy. 

I have no further questions on this subject. 

Mr. Mircuwut. That is all we have. 

Mr. Evins. Mr. Abels, we think you are a very able man. 

Mr. Apets. Thank you. 

Mr. Evins. You live up to your title. 

(Discussion off the record.) 

Mr. Evtns. On the record. 

Mr. Asets. Mr. Chairman, I think that people, generally, and even 
Members of Congress, perhaps, don’t realize how small most American 
businesses really are. 

Mr. Evins. We live at the grassroots, many of us, in the small 
towns and in the communities in the hills. We realize how small they 
are and we see the outmigration to the large metropolitan centers. 
We have an appreciation of the problem and we want you to have that 
appreciation. 

Mr. Assets. You know, of 410,000 manufacturing and mining busi- 
nesses, about 280,000 have assets of less than $50,000. Of 1,900,000 
retailers, 1,700,000 have assets of less than $50,000. Now our size 
standards actually, if anything, err on the side of generosity. And of 
course, we inherited as you know a 500 rule to start in with. But 
actually at the present time 95 percent of all manufacturing concerns 
are small, and 99 percent——- 

Mr. Evins. You have the facts and you have the figures and you 
have the authority, but don’t interpret it on the Department of Com- 
merce figures alone. Sometimes the Department of Commerce is the 
champion of the big business economy of this country and the Congress 
created the Small Business Administration as an independent agency 
and as a one-shop agency for small business. The Department of 
Commerce has wanted to absorb it into the Department of Commerce 
and we want it maintained independently—at least speaking for one 
member, and I think a majority, of this committee. We just don’t 
want you to be absorbed by those figures and to sleep with them so 
much that you get the Department of Commerce complex. That is 
my personal view. 

Mr. Asets. Thank you very much, sir. I will bear that in mind, 
Mr. Chairman. 

Mr. Evins. Thank you for your fine contribution. 

Mr. Mutter. Mr. Chairman, before you let Mr. Abels go, I think 
it might be well to put this on the record too, because this committee— 
and apparently the whole Congress—agree with what the chairman 
just said. That is one reason we insist that SBA be a real independent 
agency. We resisted over the years the efforts of the Department of 
Commerce to absorb it and make it a part of the Department of 
Commerce. 
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In addition to that I think it would bear repetition that the Small 
Business Administration—despite what other departments of Govern- 
ment or the administration as a whole may think about the necessity 
for tight money within the standards set up by the statute and within 
the limits of the appropriation and the authorizations—SBA makes 
its loans, provided the applicant qualifies. Isn’t that so, Mr. Barnes? 

Mr. Barngs. Yes, sir. 

Mr. Evins. I just want to say in furtherance of what our colleague, 
Mr. Multer, has said—that this committee wants to be the arm of 
the Small Business Administration. We want to support you and 
assist you and help you. We know you have a tremendous task and 
a great responsibility. We want to uphold you and support you. 

The committee would like to call Mr. Buck, the new Deputy Ad- 
ministrator for Financial Assistance. We are delighted to meet you 
and to see you, Mr. Buck, and to hear you. We would like you to 
give us your statement at this time. 

You may proceed as you wish. 

Mr. Mutter. Mr. Chairman, may I say at this time that my sub- 
committee had the pleasure of being in the field not so long ago and 
meeting Mr. Buck in his own, at that time, regional office, and watched 
him in operation. In my opinion this is a very deserving promotion 
of a man who was doing a good job in the field and bringing him down 
here where he can be of greater service to the Administration and to 
the country is a very commendatory thing. 

Mr. Avery. Mr. Chairman, since we are in the climate of platitudes 
at this point, I would like to add my comment to that. I had given 
some consideration to extending an official welcome to Mr. Buck, but 
I can’t think of a more desirable arrangement than to have that service 
performed for us by my colleague on my right. 

It certainly substantiates my views that Mr. Buck comes to us not 
only well qualified from the State of Washington, and we will look 
forward to a continuance of our very pleasant relations with the loan 
division of the Small Business Administration. 


TESTIMONY OF ROBERT F. BUCK, DEPUTY ADMINISTRATOR FOR 
FINANCIAL ASSISTANCE, SMALL BUSINESS ADMINISTRATION 


Mr. Buck. Thank you, Mr. Multer and Mr. Avery and Mr. Chair- 
man and gentlemen of the committee. 

On May 11, Mr. Wendell Barnes, Administrator of the Small 
Business Administration, appeared before this committee to review 
the activities and achievements of the Small Business Administration. 
Mr. Barnes answered certain questions and submitted data pertaining 
to our financial assistance activity in the first 9 months of fiscal year 
1959. I am pleased to have the opportunity to appear before you 
today and to submit supplemental figures to those presented by Mr. 
Barnes and certain other activity figures which I believe will be of 
interest to you, all of which reflect the agency’s activities for the entire 
fiscal year 1959. I will also be happy to answer any questions which 
members of the committee may have. 

The increased demand for SBA business loans continued during the 
entire year. 

1. The agency received a record number of business loan applica 
tions; 10,213 requesting a total of $590,581,000. 
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2. The agency approved a record number of business loan applica- 
tions: 5,582 for $267,042,000 compared with 4,141 business loans for 
$241,300,000 in fiscal 1958. 

3. Business loans being serviced by the agency increased to 10,783, 
likewise, disaster loans being serviced increased to 6,140; together with 
RFC business and disaster loans making a total of 18,636. 

Disaster-loan activity on the contrary decreased during the year 
during which the Small Business Administration approved 908 disaster 
loans totaling $9,202,000 compared to 1,559 disaster loans totaling 
$17,305,000 in the previous year. 

Sixty percent of the business loans approved during fiscal year 1959 
mre for $25,000 or less, and nearly 76 percent were for $50,000 or 
ess. 

It is interesting to note that the size pattern of manufacturers for 
whom loans were approved during fiscal year 1959 also reflects the 
emphasis on smaller loans. In this period, 1,457 business loans were 
approved for manufacturers, of which 1,165, or 80 percent, were to 
companies with fewer than 50 employees. Only 118 loans, or less 
than 8 percent, were to manufacturers with 100 or more employee. 

Non-manufacturers are classified by sales size rather than by num- 
ber of employees. In this period, 53 percent of the 3,660 loans 
approved for nonmanufacturers were to firms with less than $100,000 
annual sales volume, while 33 percent were to concerns having an 
annual sales volume of less than $50,000. 

Cumulatively through June 30, 1959, loans to manufacturing firms 
accounted for 33 percent of the total number of loans, and 46 percent 
of the dollar amount. 

Loans to nonmanufacturing industries accounted for 67 percent of 
the total business loans by number and 54 percent by amount. 

In recent periods, the limited loan participation plan and simplified 

rocedures for making smaller business loans have led to an increase 
in loans to nonmanufacturers. 

Loans to retailers now account for 30.5 percent of the total business 
loans by numbers. Loans to building materials, hardware and farm 
implement dealers, automotive dealers and filling stations account 
for the largest portion of these loans. Loans to service establishments 
account for about 12.7 percent of the total business loans by number. 


ADMINISTRATION OF LENDING PROGRAM 


Faster service on loan applications is being stressed at all levels. 
Procedures for handling loan applications have been simplified to 
expedite processing and closing. Additional lending authority has 
been delegated to regional offices and more authority has been re- 
delegated to branch offices. 

Staff members in the field offices have been given additional au- 
ee to approve loans and to take action in regard to servicing 
oans. 

The RFC loan pool program was transferred to the Small Business 
ee under the provisions of Reorganization Plan No. 1 
of 1957. 

This program was terminated June 30. 1959. The loan pool orig- 
inally contained 2,848 loans with unpaid balances in varying amounts 
up to $250,000. 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 323 


These loans for the Government are serviced by 1,200 banks 
throughout the country. The number of loans in the pool had been 
reduced more than 80 percent as of the date of transfer to the Small 
Business Administration. The 498 loans remaining in the pool as of 
June 30, 1957, were reduced to approximately 134 loans during the 2 
years following the transfer. These remaining loans were taken over 
by the agency for servicing at the termination date of the program. 

With the increase in Small Business Administration loan approvals, 
it is inevitable that the servicing and administration of loans will 
become a still more important job of the agency. 

To insure the desired close supervision of loans, the agency’s loan 
servicing financial specialists— 

1. Carefully analyze the repayment record of all borrowers so 
that preventive measures can be taken, if necessary, to forestall 
loan delinquencies; 

2. Provide borrowers with counseling on matters affecting the 
operation of their business; 

3. Visit borrowers’ businesses, to inspect plant operations, 
facilities and equipment; 

4. Analyze borrower’s financial statements and _ business 
records. 

The agency’s regional offices which heretofore serviced and admin- 
istered all the loans in their respective regions are in the process of 
transferring to the branch offices the loan records pertaining to the 
branch office areas. Loan servicing personnel are likewise being 
assigned to the branch offices. 

The decentralization of records and loan servicing functions will 
provide a better service to borrowers. It will place loan servicin 
personnel near the borrowers’ businesses and enable the economica 
accomplishment of more frequent visits to borrowers at less expense 
for travel of Government personnel. 

This is a very brief summary, gentlemen, and I shall now be pleased 
to answer any questions you may have. 

Mr. Evins. Thank you, Mr. Buck. That is an excellent statement 
and we appreciate it. Do you have the figures available of total 
loans disbursed by the financial assistance division since the passing 
of the act? 

Mr. Buck. This is broken down by the total disbursed by SBA. 

Mr. Evins. That is what we are asking for, SBA disbursals. 

Mr. Buck. $409,687,405. Disbursed by banks in participation with 
SBA $174,074,173, for a total of $583,763,578. 

Mr. Evins. And what is the average disbursal by the SBA per year? 

Mr. Buck. It would be difficult to give an average per year because 
the rate of disbursal and approval has been going up so rapidly. 

Mr. Evins. You can supply that, Mr. Buck, for the record. 

Mr. Buck. We have the figures by year if you would like to have 
them. 

Mr. Evins. We would like for you to supply a breakdown by years 
of the loan disbursals by SBA. 

Mr. Barnes. May we just give the schedule showing what it is for 
each year? We have those figures here. 

Mr. Evins. That will be quite acceptable. That wil] be permissible, 
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Could you give us also the average amount of the loans disbursed 
by SBA, we will say in the last 2 years? We want to see whether 
these loans are in larger amount or in smaller denominations. 

Mr. Buck. You would like the number of loans? 

Mr. Evins. The average of loans. 

Mr. Buck. I see. The average as to size? 

Mr. Evins. The average size of the loan. 

Mr. Buck. The figures I gave you were business loans. We have 
also here the figures on disaster loans, sir. 

Mr. Evins. We are speaking of business loans. 

(The figures referred to follow:) 


Number and amount of business loans disbursed, by fiscal years cumulative through 
June 30, 1959 


Number of Total 
loans amount 
disbursed 


$5, 164, 472 
42, 401, 327 
53, 074. 350 
7 115, 971, 382 
3,104 | 148, 375, 820 
4,678 | 218, 776, 225 


583, 763, 578 


409, 687, 405 
174, 076, 173 


583, 763, 578 


Average size of business loans approved for selected periods 


Average size 


Total amount; SBA share 


Fiscal year 1958 $48, 579 $41, 351 
SN I ai a fancied deiecancipipes neti Sobinisianiaday linia lenis dadasianeaeinia 47, 40, 942 
Cumulative through June 30, 1959 47, 138 39, 809 


Mr. Evins. Mr. Buck, would you also supply for the committee a 
breakdown of the numbers and amounts of SBA disbursed loans by 
congressional districts throughout the United States? 

That is the figure that the Members of Congress can look to and 
see and we would like for you to have that breakdown made and 
provide it for the record if you will, please? 

Mr. Buck. Yes, sir, we are working on that now. 

(This information has been submitted and may be found in the 
appendix.) 

Mr. Roosrevett. Mr. Chairman, first I would like to congratulate 
Mr. Buck and also, of course, Mr. Barnes for the decentralization 
program. I think it has been effective and I think it will greatly aid 
in servicing the applicant. I have three questions. 

- One, what is the policy of the SBA with respect to loans to profes- 
sional people? I have been asked that many times and I don’t have 
the answer. If you can give me the answer, I would appreciate it. 
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Mr. Buck. At one time they were ineligible, but they are now 
specifically eligible the same as service establishments and retail 
establishments and all other kinds of businesses. Doctors, lawyers, 
and engineers are eligible. 

Mr. Roosevett. When did this policy change? 

Mr. Buck. It has been several years, Mr. Roosevelt, but I can’t 
place the exact date. 

Mr. Roosrve.t. Was it put in the Federal Register as a change? 

Mr. Buck. It was put in our loan policy statement, which I believe 
was published in the Federal Register. 

Mr. Roosrvext. It was? 

Mr. Buck. Yes, sir. 

Mr. Roosevett. I don’t think, Mr. Chairman, that this is gen- 
erally known now, because it was pretty well known that the pro- 
fessions were excluded by policy from the SBA loan program, although 
not by law. It is of interest, I think, and I hope that this information 
will be generally dispersed because many professional people do not 
realize it. I noticed that SBA has listed a couple of doctors and I 
think a couple of dentists in the list of loans made which was put out 
as of August 6. 

There is one rather touchy question which I would like to simply 
bring up. The basis for your determination that you will not make 
loans to the retail liquor dealer or the wholesale liquor dealer or con- 
sider his application is wholly an administrative one, is it not? 

Mr. Buck. This is a decision of the Loan Policy Board which was 
given certain discretienary authority by the Congress in the legislation 
setting up SBA and continues the policy which our predecessor, the 
RFC, had followed. 

Mr. Roosgevett. And this is, of course, not based on law but merely 
stems, you believe, from the authority given to the Loan Policy Board? 

Mr. Buck. Yes, sir; that is my belief. 

Mr. Roosevett. Has this, to your knowledge, ever been legally 
tested as to whether you have that right under the act? 

Mr. Buck. I have no knowledge that it has been. 

Mr. Roostvett. The reason that I ask is that I have on file several 
requests to try to ascertain the exact situation. 

It does seem somewhat discriminatory in an area where a distributor 
in the liquor business is carrying on a legal operation, accepted in 
the community as a part of the small business community. It is not 
considered to be a business which is in any way derogatory to the 
people in it, and it would seem, to me at least, as if the Board in 
assuming this power in areas where all of these operations were 
legal had gone perhaps a little bit beyond anything except perhaps 
the expressed hope of some Members of the Congress. 

I will have to agree that there is some legislative history as far 
as the hope is concerned. But I for one feel that to rule against it 
puts a stigma onit. This is without respect to whether you are for 
or against prohibition but is based on the fact that this is an accepted 
business concern in a community. 


I very seriously question that any governmental agency has a 
right to do that. 


Mr. Mutter. Will the gentleman yield to me on that point. 
Mr. RoosErve.t. Yes, sir. 
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Mr. Muurer. This is an area, I think, in which we can never get a 
legal test, if you mean by that a test by the courts, because the 
Congress has never given the courts the authority to review matters 
of policy in these agencies that we set up and in most instances the 
courts decline to review matters of policy. 

If this is to be changed at all, I think it must be changed either by 
persuasion brought to bear on the Loan Policy Board or by con- 
gressional action. 

I agree with my colleague, Mr. Roosevelt, that any business that 

is licensed certainly is prima facie a good business, whether we agree 
with the temperance unions or not. As long as the U.S. Government 
will license a business as it does in the liquor industry, as long as the 
various States will license it, I think it should qualify at least for 
filing the application and proper consideration by the agency. 
Now, in those States that prohibit the sale of liquor or the transporta- 
tion of liquor, or refuse to license the industry, that is another question. 
But, I think, certainly in those areas where it is a licensed business, 
I agree with my colleague that we ought not to put them in a class 
by themselves and say, ‘“‘You just can’t qualify.” 

Now, if it is on the question of luxury that you don’t want to finance, 
that the Government should not finance a small business in the luxury 
field, then let’s have that kind of a standard set up. 

But that is not the standard. As I understand it, you will lend to 
eople in the jewelry business, you will lend to people in the per- 
umery business, am I not right, if they qualify? 

Mr. Buck. Yes, sir. 

— _ Now, if luxury trades qualify, why shouldn’t these 
uali 

: as RoosEve tT. I thoroughly agree, andI think that the Loan 
Policy Board does act under the part of the act which says— 


The Loan Policy Board shall establish general policies, particularly with refer- 
ence to the public interest involved in the granting and denial of applications. 


Am I correct, Mr. Barnes, that it is under that section, the public 
interest section, that you take this action? 

Mr. Barnss. Yes, sir. 

Mr. Roosevett. Or the Board takes this action? 

Mr. Barnezs. I would have preferred to have Mr. Buck answer, but 
let me answer part of what has been said. I would not leave the 
record as it is, implying that there is any discrimination against this 
industry by reason of this action. 

As a matter of fact, the liquor industry, the alcoholic beverage 
people, the retail liquor stores are not precluded under any of our 
other programs. They are under disaster programs. We have made 
loans to them. There is not any problem there. 

Mr. Roosrve.tt. Then how do you justify precluding them under 
the loan program? 

Mr. Barnes. There is no more discrimination involved in this area 
than there is in discriminating against churches. We also don’t make 
loans to churches and to eleemosynary institutions or to newspapers 
or to magazines. 

Mr. Mutter. You don’t want to put the liquor industry in the 
same classification with charitable institutions and churches. 

Mr. Barnes. I am just saying that the question is not of discrimina- 
tion except insofar as the industry itself says that it is. No, sir; that 
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is not the problem. The Loan Policy Board is directed by Congress 
to use its best discretion as to where funds shall be spent under this 
program in the public interest, and the question of what is in or is not 
in the public interest is a matter of individual opinion of the individual 
members of the Loan Policy Board, and it has been their conclusion 
that in certain areas the question of their wholesomeness is not in- 
volved; it is a question of whether the Policy Board believes it is in 
the public interest to use public funds under this program. The 
Da members of the Loan Policy Board have themselves had that 
feeling. 

Sem Congress can take this out of their discretion by legislating on 
it, but we have had it repeatedly before us. We have filed with the 
chairman of this committee in a letter dated June 15, 1959, a state- 
ment, a full and fair and frank statement of our position. 

We will be glad to have that made a part of the record at this point, 
and we don’t mind if you disagree with us at all. 

Mr. Roosevett. Mr. Barnes, I have read that letter, but the thing 
that I would like to have you do for us is to have you submit to the 
committee a statement of the specific reasons why you feel that all 
parts of this industry do not qualify as being in the public interest. 

Concerning, for instance, charitable organizations, I can well under- 
stand that you would say that it would not be in the public interest 
to loan money to them because you would be dictating as to, and 
having an influence over, where people’s money should be spent on a 
charitable basis. 

Or in the newspaper field that you would be perhaps interfering 
with the freedom of the press if you foreclosed the loan, as my friend 
Mr. Multer just pointed out to me. 

Now these are all sound reasons in those specific instances, but I 
don’t agree with or at least I don’t understand the specific reasons 
why, as far as the liquor industry is concerned, you or the Loan Policy 
Board have reached that decision. If you would file such a memo- 
randum with us, I think it would then be helpful to us to decide 
whether we feel that this was soundly taken, and if not, whether we 
wanted to proceed with some other course. 

Mr. Barnes. It is very difficult to file any additional statement of 
reason beyond what I will now say: That in the opinion of myself as 
a member of the Board and the other Board members who have indi- 
cated a similar view, it is not in the public interest to use public funds 
for the expansion and growth of the retail liquor business or the alco- 
holic beverage business. 

This does not impfv that’ their credit—— 

Mr. Roosrevett. Do you lend money to a cabaret or night club? 

Mr. Barnegs. Yes, sir, and this rule is applied sensibly, I believe. 
If a part of the income of a cafe is from alcoholic beverages this does 
not bar them if their principal business is that of a cafe. The credit 
of this industry is certainly not involved, because to my certain 
knowledge some of the best investments that can be made is in some 
of the bonded warehouse receipts that are available and receive ade- 
quate financing. 

It is merely a matter in my opinion of the consciences and the 
judgment of the individual members of the board. The reason I have 
given is as near as | can come to stating it accurately. 
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Mr. Roosrve tr. I thank you, Mr. Barnes, but I must say I think 
you have perhaps overstated it when you say that all loans made are 
for expansion and growth. Iam sure you will agree in many instances 
they are not for expansion and growth. 

Secondly, I don’t think you have taken into consideration the stigma 
which you place upon the industry itself by the action which you take. 

And you have gone further than that. You have even made it 
apply to any loan where the gross income of the applicant or of any 
of the principal owners is derived from the sale of alcoholic beverages. 
So that you have broadened the base. 

Mr. Barnes. We said in our letter that we were going to reconsider 
that portion of the policy. The policies, as you know, are sometimes 
built on the basis of individual cases that arise, and in this particular 
case as I recall there had been a situation that it was not possible to 
separate the interests of an individual from his various assets and his 
various holdings, which made us rule this way. But we will recon- 
sider — section of our policy at the next meeting of the Loan Policy 
Board. 

Mr. Evins. If the gentleman will yield, I think the main burden 
of criticism is that there is a stigma pointed toward the industry. 
ae may not want loans. They may not desire to apply for any 
oans. 

Perhaps their credit is good as you have already said and they can 
make adequate loans from banks and other financial institutions. 

But there is a little feeling that their industry has been singled out 
with a stigma, and if you can make some statement in your letter or 
in your report minimizing or eliminating that stigma or alleged stigma 
or thought of stigma, why perhaps that would satisfy them. 

Mr. Mutter. Will the gentleman yield? 

Mr. Evins. I yield to Mr. Multer. 

Mr. Mutter. The unfairness of this—I don’t want to belabor the 
point—as I see it is just this. You lend money to a cabaret or night 
club that is selling liquor. It is true that in many States they have 
got to show that there is a fair sale of food in connection with the sale 
of the liquor to qualify for their license in those places. 

But there are many places where they don’t have to meet that 
qualification. In the District of Columbia particularly, and there 
are many other places, it is the same way. If a man can have as 
part of his overall general merchandise business, whether it be a drug 
store or a food store a small portion of the store set aside for the sale 
of liquor and he has his license, he will qualify for a loan even though 
when he gets his loan he may use most of that money to stock up 
with liquor. 

Yet if the man is merely operating a small liquor store without all 
of the other appurtenances, he can’t qualify. And that, I think, 
is unfair. 

Mr. Evins. Mr. Moore? 

Mr. Moore. May I direct a question to the Administrator? Did 
you have any applicants for loans of this very type from liquor dealers? 

Mr. Barnus. We have had no applications from liquor dealers as 
such, because they are precluded. We don’t accept the applications 
under this policy statement. 

Mr. Moore. You have had applications? 
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Mr. Barnes. We have met with many people in the industry 
repeatedly. 

Mr. Moors. Then it is not so much the stigma here as it is that 
there are people who want to apply that are not eligible under the rule? 

Mr. Barnes. I have asserted that there is no stigma intended or 
implied, and as an industry they are efficient and do a good job in 
their general purposes. But the question is that we are accountable 
to Congress in making these policy decisions. Now we make them 
to the best of our ability, and you may agree with us, but another 
group might disagree with us. 

The three individuals that happen to be members of this Loan 
Policy Board have freedom to vote on policy matters anyway they 
wish. I didn’t hesitate to make this statement because I think I am 
accountable to express publicly what my views are. 

And this doesn’t mean that I’m prejudiced or a purist about this 
thing. I don’t feel that this policy decision is a sitgma. 

Mr. Moore. May I follow up my question by simply saying that 
I certainly believe that it is a wise decision. Speaking as one Member 
of the Congress and not necessarily wanting to hold the hand of the 
board or the Administrator high in this instance. 

I think of all of the criticism that the Congress and the Government 
comes under in many, many different ways, anyhow, but if I had a 
small businessman in my district who for some reason or another was 
unable to qualify for a loan he thought was good in every respect and 
he was in a production or a manufacturing field, applying jobs for a 
number of people and then somebody came up with a newspaper ar- 
ticle that Joe Blow from X area had gotten X number of dollars to 
set up a liquor store, I imagine that there would be a crescendo of 
public opinion coming down “around the heads of the Administrator, 
Small Business Administration, and the Congress. 

It is a question of where you want the stigma. 

Mr. Evins. I think we could debate this interminably. 

Mr. Roosevett. I will close the debate by saying that, of course, 
I respect my fine colleague from West Virginia’s opinion. I just 
thoroughly disagree with it. 

I believe that if you have a legal business for profit which is not 
listed as being against public policy i in the community, it is an unfair 
discrimination to declare them uneligible, and I will consult with 
such of my colleagues as may agree with me and see what we can draw 
up to relieve you of the present instructions that you may seem to 
have. 

Mr. Chairman, may’I go on to two other questions very briefly? 

Mr. Buck, certain members of this committee and some of those who 
are presently here are on a committee which is studying the food indus- 
try, and we are very much involved in the requests of some of the small 
and independent food people to see whether or not there is some kind 
of financial aid that can be accorded to them, particularly in the field 
of guarantecing the leasing of sites in the large shopping centers and 
similar types of places. 

I would request that if you haven’t done it, that perhaps you give a 
little thought to that general subject and look over, if you w ould, some 
of the testimony which the committee has received, and perhaps con- 
fer with us at a later time. I will be wanting to call on you for your 
opinion as to any possible assistance that may be not only justified 
but may be feasible in that field. 








330 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 


Secondly, I would like to ask the simple question how are the loss 
figures running on the loans which you have made? You made a very 
fine report on the number of loans which you have made. How are 
you surviving as a financial institution? 

Mr. Buck. To date we have charged off 31 direct loans with prin- 
cipal balance of $337,828. Interest and other receivables on those 
loans were $10,639 for a total of $348,467. Those are SBA direct 
business loans. 

Mr. Roosrvett. What percentage is that of the total? Have you 
got any idea? Am I correct that it is less than 1 percent? 

Mr. Avery. A half of 1 percent. 

Mr. Barnzgs. Very roughly, it is about one-twentieth of 1 percent 
of the amount disbursed. 

Mr. Roosevettr. A mighty fine testimonial to the small business 
field as well as to your own loan policy. 

Mr. Barngs. That is the best part of the news. We have more to 
come here. 

Mr. Mutter. Do you know of any commercial bank in the country 
that has as good a record on commercial loans? 

Mr. Barnes. The next figure will be of the participation loans, in 
which banks take a part. The banks recommend these loans and ia 
many cases administer them. We continually compare our own rec- 
ord with—that is, on the direct loans—with the participation loans. 
There are about twice as many participation loans, so there should 
be about twice as many 

Mr. Roosrvett. Do you have those figures too? 

Mr. Barngs. Yes, sir. 

Mr. Buck. Participation loans—62 have been charged off for a 
total principal amount of $608,038, interest and other receivables 
$24,001, total 632,039, which makes a total of 93 loans with principal 
of $945,866, interest and other receivables of $34,640, for a total of 
$980,506. 

Mr. Mutter. Is the percentage of the participation loans of the 
losses actually twice as high as it is in the others; or isn’t it approxi- 
mately the same if you compare the amount of participation losses 
with the amount of other losses? 

Mr. Barnes. The ratio is about the same. 

Mr. Rooseve.t. Mr. Chairman, I would just like to for the record 
say that I think that is a remarkably fine tribute to the Administra- 
tion, No. 1, for sound policy; but No. 2, a very fine tribute to the 
small business community of the United States. 

Mr. Evtns. I want to join in that commendation, also; but I think 
objectively I might point out that the Subcommittee on Appropria- 
tions, the Department of Commerce and related agencies always give 
this particular agency—the SBA—rough treatment because they say 
that they are subsidizing loans by the cost of maintaining the staffs 
and employees and the vast number of personnel that the SBA has 
throughout the country. 

They always point up the large staffs and also the administrative 
costs. 

Mr. Mutter. I hope, Mr. Chairman, as a member. of the Appro- 
priations Committee, you will counter with the fact that we can 
afford to subsidize small business to that extent as long as we are 
subsidizing airlines, steamship lines, and every other big industry, too. 
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Mr. Evins. I am aware of that, but I wanted my colleagues to be 
aware also of the problem. 

Mr. Mutter. May I make one comment. Mr. Chairman—and 
this is not to be critical of the agency? I, too, applaud the fine job 
they have done. But I would like to remind them that many good 
bankers tell us they come pretty close to firing some of their loan 
officers when they don’t run up the risk ratio. In other words, it is 
easy to sit back and say ‘“‘No” to the loan that is a little doubtful. 
It takes courage to make the doubtful loan. So this isn’t the whole 
story, that their percentage of losses is so low. It is good and it 
should continue low, but at the same time let’s not encourage you to 
reject doubtful loans. I know that is not your policy. 

Mr. Barnes. We have to adjust our policy from time to time as I 
think any financial institution would have to do. We think a loan 
will be repaid when we make it, and we recognize the risks and we try 
to protect against those risks, by conditions we impose. Last year 
there was a change in economic conditions, and we immediately saw 
our delinquency rate and our problem rate go up. This causes us 
concern, of course, and a severe downturn in the economy would 
undoubtedly make these figures substantially changed. 

Now we are trying to work off and improve the record of the loans 
that became problem loans last year. I think that you will find 
that we will be a little bit less understanding about people who do 
not pay promptly and try to get as many of these loans in a current 
status as we can when times are good, on the theory that if a borrower 
can’t meet his obligations when times are good, we are heading for 
trouble sometime along the line. So we do that in an unobtrusive 
fashion through administration of loans. 

Mr. Evins. Mr. Avery. 

Mr. Avery. I believe not, Mr. Chairman. 

Mr. Evins. Mr. Moore. 

Mr. Moors. I have no further questions. 

Mr. Avery. I would just like to say, Mr. Buck, that you bore out 
the good tidings you brought with you. You have made a very fine 
statement to the committee and we appreciate your first performance. 

Mr. Mircuetu. Mr. Buck, at our prior hearings on May 11, 12, 
and 13, the subcommittee asked for the names of institutions to whom 
direct loans had been sold or turned over to by the SBA—the dates 
and the amounts. That figure was not submitted to us and the 
subcommittee would like to have that. 

Mr. Buck. We shall see that it is. 

Mr. Evins. It may be received in the record. We will appreciate 
your cooperation. 

(This information was submitted and may be found in the appendix.) 

Mr. MircHetu. One more question I didn’t get to ask on that. 
These loans that are sold to banks and other financial institutions are 
poss — recourse; are they not? SBA does not stand behind 
them 

Mr. Buck. No, sir; they are sold without recourse. 

Mr. Evins. Thank you, Mr. Buck, very kindly, for your statement. 

Mr. Keith L. Hanna, the Controller of SBA. Counsel has a few 
questions of Mr. Hanna. You may proceed, Mr. Counsel. 

Mr. Mitcue.u. Mr. Hanna, the questions are going to be addressed 
concerning the costs of SBA money from the Treasury. Have you yet 
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received notification of what the current costs of your money from the 
U.S. Treasury will be for this fiscal year? 


TESTIMONY OF KEITH HANNA, CONTROLLER, SBA 


Mr. Hanna. We have. The interest rate will be 4% percent. 

Mr. MitcHe.u. What was that rate last year? 

Mr. Hanna. 2% percent. 

Mr. MirtcHe tt. I believe that the rate is set according to or under 
authority of section 4(c) of the Small Business Act; is it not? 

Mr. Hanna. Yes, sir. 

Mr. MirtcuHe.u. For the record I would like to read that portion 
of the Small Business Act pertaining to this. It is the last sentence 
in section 4(c) of the act, which states: ‘“‘The Administration shall 
pay into miscellaneous receipts of the Treasury at the close of each 
fiscal year interest on the net amount of the cash disbursements from 
such advances at a rate determined by the Secretary of the Treasury, 
taking into consideration the current average rate on outstanding 
interest-bearing marketable public debt obligations of the United 
States of comparable maturities.”’ 

I believe, sir, that is the portion of the act under which the Treasury 
Department sets the rate? 

Mr. Hanna. That is correct. 

Mr. Mitrcuety. What are the average maturities now of SBA loans? 

Mr. Hanna. The average maturities of the business loans as initially 
made have averaged close to 6 years. 

Mr. MircHE.u. Close to 6 years? 

Mr. Hanna. I do not have a figure on those outstanding. I would 
judge it would be between 4 and 5 years, inasmuch as we have been 
on a steady build up basis. 

Mr. MircHetu. Concerning the portion of the act just read where 
the Treasury Department is supposed to take into consideration the 
comparable maturities, that is speaking of maturities of SBA loans, 
is it not, sir? 

Mr. Hanna. That is correct, as related to comparable maturities 
of Treasury obligations outstanding. 

Mr. MircHe.yi. That is what I mean. Well, what SBA maturities 
basis did they go on this time if you know? Was it the 6-year 
average? 

Mr. Hanna. We gave the Treasury the average maturity of the 
business loans made, which was about 6 years. 

Mr. MircHe.u. Six years? 

Mr. Hanna. We also acquainted them with the estimated maturity 
on the disaster loans, the estimated average maturity of the disaster 
loans made by SBA, which would probably run closer to 10 years. 

That of course is a smaller portion of the total amount outstanding. 
However, the rates used by Treasury, rather as computed by Treasury 
at the current time are on the basis of 5-year obligations, 74-year 
obligations, 15 and 20 years. 

Mr. Mircuetu. Along that line, Mr. Hanna, I will ask you this, if 
you could state it. Is there not a 4%-percent limit on Government 
public debt obligations of 5 years and greater maturities? 
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Mr. Hanna. There is on the rate. There is a 4%-percent limit on 
the rate of obligations of 5 years or greater maturity issued by 
Treasury. 

Mr. Mircueti. Then do you know on what basis they have gone 
to 4% on this money when it is to be based on comparable maturities? 

Mr. Hanna. I have discussed this point with them. It is my under- 
standing that the words in the act which read— 

The Secretary of the Treasury, taking into consideration the current average rate 
on outstanding interest-bearing marketable obligations— 

that that is discretionary. That is one of the elements which the 
Secretary of the Treasury must take into consideration in determining 
the rate. 

Mr. MircHeuui. They can take into consideration other matters 
too? 

Mr. Hanna. Other factors; yes, sir. 

Mr. Mircue.u. This terminology is used in the act? 

Mr. Hanna. Yes, sir. 

Mr. Mircuetyi. Do you know what considerations they have indi- 
cated that they have taken into consideration? 

Mr. Hanna. As a practical matter since it is discretionary, and 
since the Treasury considers that the intent is for each of the agencies 
to reimburse the Treasury for the cost of money to them, the manner 
in which they compute the rate is as I understand it essentially as 
follows. 

There is an analysis group, I believe it is in the Fiscal Assistant 
Secretary’s Office, which each month computes the yield on obliga- 
tions of the Treasury in the various categories, such as those out- 
standing for 5 years, or rather having 5 years to run, 7% years, 15 
and 20. Now on the theory that the other executive agencies obtain- 
ing money from Treasury should reimburse Treasury for its cost of 
money, therefore they use the yield as the basis for their charge to 
that agency. In other words, since the yield for approximately 5- to 
7-year “obligations i is 4% percent, therefore that is the rate which SBA 
should pay Treasury during the current year. 

Mr. Mircueiy. You mean that the yield you speak of is the cost 
to the Treasury? 

Mr. Hanna. They assume that that would be the cost with limita- 
tion of course on the interest rate on any obligations in that range 
which they might have to issue during that year or during that time. 

Mr. Mircuety. You mean that the actual cost to the Treasury 
could be more than 4% percent on 5 year obligations? 

Mr. Hanna. No. Under the current law they could not issue 
obligations as I understand it in excess of 5 years above 4%. 

Mr. Mircuetu. Then the yield you speak of is the yield of these 
obligations out in the market rather than the cost to the Treasury? 

Mr. Hanna. Yes. 

Mr. Mircue.y. The total cost to the Treasury is 4% percent regard- 
less of what it is in the market, isn’t it? 

Mr. Hanna. If they issued obligations for 5 years or greater 
maturities. I am trying to relate to you my conversations with them. 

Mr. Mircuetu. Yes, that is what I understand. 

Mr. Hanna. And my understanding. 

Mr. Mircuett. Is there a certain month or a certain period that 
they base this on? 
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Mr. Hanna. The rate determinations are made each month. The 
study is made each month. 

Mr. Mircue.u. Each month? 

Mr. Hanna. By Treasury. However, the month in which they 
base our determination is the first month of the new fiscal year, which 
of course is July, and that is based on, I believe, the yields determined 
as of June 30 or whatever date in June is selected. 

Mr. MircuHett. That is all I have to ask on that. 

Mr. Mutter. On that subject if I may, it would seem to me, and 
this is by no means to be critical of your agency, that the Treasury 
Department is attempting under a formula that they have set up, and 
it may be that under tivie Tansetlaion they have the discretion to do it, of 
charging you more than the Congress intended that they should charge. 
The fact that they are now financing in part Government obligations 
on short term and paying more than 4% percent was certainly never 
intended to give them the right to charge you more money than it is 
actually costing them to finance this program. The language that 
we wrote into the statute reads— 

The Administration shali pay— 


your Administration, SBA— 


into miscellaneous receipts of the Treasury at the ciose of each fiscal year interest 
on the net amount of the cash disbursements from such advances at a rate to be 
determined by the Secretary of the Treasury, taking into consideration the current 
average rate on outstanding interest-bearing marketable public-debt obligations 
of the United States of comparable maturities. 

Now certainly we never expected that they were going to finance 
the Small Business Administration operations out of short-term bor- 
rowings by the U.S. Government. 

Otherwise we would never have said ‘“‘on comparable maturities.” 

You are making your loans at a fixed rate of interest. 

Mr. Hanna. Yes. 

Mr. Mutter. And the loan you make today is going to run for 4, 
5, or up to 10 years. You can’t change that rate once you have made 
the loan. It is fixed. I’m right, am I not? 

Mr. Hanna. That’s correct. 

Mr. Mutter. And you have fixed your rate, certainly having in 
mind what it is costing you and what the cost of operation is, and also 
having in mind that you don’t want to cause a run on SBA for loans 
by having a lower rate than the market should be paying. 

I’m right there too; am I not? 

Mr. Hanna. That’s right. 

Mr. Mutter. But under the formula that apparently the Treasury 
is insisting upon charging you now each year in accordance with what 
they are paying in higher interest rates, on short-term borrowings by 
the Treasury, they are passing that charge on to you to the extent 
you are using Treasury funds; am I right, sir? 

Mr. Hanna. Yes, sir. I might add, Mr. Multer, that I have dis- 
cussed with them too, and we have had numerous discussions about 
this in the past, the fact that the interest rate applies to the entire 
amount outstanding in the fund. 

Therefore we will be paying during this year 4% percent on the 
entire amount of disbursements outstanding. 
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Last year too I believe that the agency received an advantage in 
that our interest rate was 2% percent at the beginning of the year, and 
of course it was building up throughout the year. But the Treasury’s 
concept as I understand it, in charging, in applying the rate against the 
full amount, is based on their interpretation of the language to be 
charged against the net amount of cash disbursements from such 
advances at a rate. 

In other words, assuming a single rate rather than a rate each year 
to be applied only against the advances obtained during that year. 

Mr. Mutter. I think, Mr. Chairman, that we ought to send for the 
Treasury and argue this out with them, because I think it is extremely 
unfair. The price of these Government securities will fluctuate on 
the market. But when we make an authorization and your appropria- 
tions committee and then the Congress following that recommendation 
makes an appropriation, that money is included in that year’s budget, 
and it is borrowed by Treasury if needed that year, and it is advanced 
to SBA and they use it and that is the rate that has been paid by the 
Treasury and should be the base for SBA’s payment. 

Now if as a result of this year’s borrowing there is an additional 
authorization and appropriation to SBA, I can see that the Treasury 
should charge them for that new money at the cost to Treasury today 
for that borrowing. But certainly there is no excuse to charge this 
agency higher interest rates based on today’s market, for money that 
was borrowed last year and the year before and the year before that at 
low interest rates. 

Mr. Evins. The gentleman makes a very significant point regarding 
the high interest rate and tight money policy of the Treasury 
Department. 

Mr. Mutrer. Thank you, Mr. Chairman. 

Mr. Moors. Will the gentleman yield? 

Mr. Evins. Mr. Moore? 

Mr. Moore. I think you have made an interesting point. I am 
not so sure on the question of tight money, but I think the gentleman 
probably has struck gold in consideration of what we have been 
doing for the last several months in these hearings. 

I don’t think anything more or of greater significance has been 
developed in the many hours’ time that we have spent going over all 
of these facts and figures that have been so elaborately prepared for 
us and testified to. So I commend the gentleman and counsel for 
touching upon it, and I think that it might be well to pursue with the 
Treasurer of the United States this question. 

What, if anything, it has to do with the tight money policy we will 
then find out. 

Mr. Evins. These loans are made on a long-term basis, and if the 
Treasury Department continues to raise interest rates on money to 
SBA they will make it so high that SBA will be precluded from making 
any loans, and will lose money on the loans it already has made. 

Mr. Moors. That’s right. 

Mr. Evins. Throughout the country? 

Mr. Mutter. We will be put in the position in the Congress here 
of having set up an agency to make loans to small business to help 
them. 

They will be forced to pay high rates which will practically put 
them out of business or make it impossible to do the lending, because 
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the Government, the Treasury Department, another division of 
Government, is going to try to make a profit on them. We never 
intended that. Surely, we would expect that the money will at least 
pay all the interest and cost of administration. 

That is fair, otherwise there is a subsidy. But I don’t think 
they should make a profit on it. 

Mr. Avery. Will the gentleman yield? 

Mr. Mutter. Surely. 

Mr. Avery. The business loan has never carried a rate of less 
than 5 percent, has it, Mr. Barnes? 

Mr. Barnes. No, sir. 

Mr. Avery. So we can assume at that time that the Government 
or SBA was making a 2 percent or approximately a 2 plus percent 
profit on the money? 

Mr. Barnes. Yes, sir, except in disaster loans where the interest 
is 3 percent. 

Mr. Avery. That’s right. How has the increase in cost of the 
money to SBA been reflected in the interest to the business loan 
applicant? 

Mr. Barnes. The rate to the business loan applicant has not been 
raised. It is presently fixed at a maximum of 5.5 percent 

I have felt that that is significant particularly in our dealings with 
the Appropriations Committee. If we are going to be criticized for 
coming up with a minus figure on the basis of loan administration by 
the Appropriations Committees, it is unfair to have a maximum on 
the interest rate we can charge, and it is very difficult to read the intent 
of Congress when we get directions from two different committees 
that are exactly the opposite. 

I can’t speak for the Treasury, which has immense problems in 
debt management and have been particularly acute during the past 
few months and year. The Treasury has always been very under- 
standing and helpful to us in our relations with them. 

However, their problems under the heading of debt management is 
a very paramount one to them and I would rather have them give 
their own testimony. But the one thing that this committee can do 
it seems to me is if the limit is left on the rate we may charge on loans, 
you can help us explain to the Appropriations Committee the problem 
that faces us when our cost of financial assistance program exceeds 
income. 

Mr. Avery. That was to be my next comment; it is actually a 
bookkeeping transaction and as far as the overall Government picture 
is concerned, because it will reflect—maybe it isn’t entirely fair to 
the Small Business Administration : 

Mr. Mutrer. No, it is not. 

Mr. Avery. Because it will reflect a higher operating cost to them. 
On the other hand, the Treasury will show a slight profit. 

Mr. Mutter. That’s right. 

Mr. Avery. Because some of these loans, as the gentleman from 
New York pointed out, they are long standing and were obtained in 
-the open market at 2 plus percent rate of interest so far as the tax- 
payer is concerned it is simply a bookkeeping transaction. 

Mr. Mutter. Except the NAM picks it up and the U.S. Chamber 
of Commerce picks it up and says “‘Look at the subsidy you are giving 
to small business,”’ and it is not fair. 
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Mr. Evins. Mr. Hanna, did you just accede to the Treasury De- 
partment’s demands to up your rates? Did you capitulate? Did 
you surrender? 

Mr. Barnes. Mr. Chairman, the law is pretty clear. If you were 
the Secretary of the Treasury and had the authority given you by 
this statute, you would not feel it was a matter to be argued very 
much, nor would I. . 

We make reasonable, courteous representations to the Department. 

Mr. Evins. Mr. Avery, do you have further questions? Mr. 
Multer, further questions at this time? 

Mr. Mutter. I think, Mr. Chairman, after we hear from Treasury 
on this very subject we might give consideration to the fact then as to 
whether or not we want to change this statute and provide that they 
should be reimbursed only for the cost of the borrowing plus say one- 
half of 1 percent for the cost of administration, rather than have it as 
loose as it is here. 

Mr. Evins. Mr. Mitchell? 

Mr. MircHetu. I am through with this. 

There is one question I would like to ask Mr. Barnes, a matter of 
bringing the record up to date concerning investment companies 
organized under the Small Business Investment Act of 1958. 

Mr. Barnes, could we have supplied to the subcommittee the 
number of investment companies that have been licensed to date? 

Mr. Barnes. Yes, we can give it to you right now, Mr. Mitchell. 

Mr. Mircuetui. Also the notices to proceed and the number of 
proposals received? 

Mr. Barngs. I will just submit this for the record at this point. 

Mr. MirtcuHet.. Yes, sir. 

Mr. Evins. It may be received in the record. 

(The information referred to follows:) 


Proposals to form small business investment companies as of Aug. 5, 1959 


PURI GIINIIOG sa ctins 6aiatindidchinastidnine eeiindeemaeae 105 
Se ick in sr Elite sh hints esa Sa sale neal aan aeletaae an $51, 986, 727 
TI IOG: CIDDONNION 6 ons os oer cose cesoeceunuccaes 9, 352, 550 
I NII ais 55s ee amehegcihm animate om mivecnainn Rilo dieis ae 24 
NE NE os on ss oe ee ce ee peaks $8, 397, 980 
SUUCPNAIE? CONGONUIEE ) «62a nn cen Seetiee cs bokawuese 1, 319, 000 
Notices to proceed issued and outstanding this date__....__.....--------- 34 
Proposals being amended by proponents_---.-_---.----.------------------ 15 
Proposals and amendments under review in SBA Washington office____-_--- 30 
FSUDONUI TEIUUNE as sew ao Ke eas re cea wae kb hoa eae 2 


Mr. Evins. Mr. Barnes, we thank you for your fine testimony, for 
your cooperation and that of your able staff. 

We are of course hopeful that these hearings have been helpful, 
especially in the field of the procurement program, the Office of the 
Economic Adviser and the financial assistance program. 

The counsel has asked the Investment Division to please bring us 
up to date for the record on the number of companies licensed and 
you have just supplied that information. 

In the field of procurement the defense budget of course is large. 
The civil works budget of the Corps of Engineers is large, and the 
field of research and development also has a large budget. 
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We feel that if you could assert a little firmer action in this area 
it would be productive and helpful to small business. Your industrial 
specialists we hope will be able to do a better job in the future than 
they have in the past. I have already spoken off the record and on 
the record as to Mr. Abel’s views. 

We hope that our hearings have been productive and helpful and 
we thank you for your cooperation immensely. The committee 
stands adjourned. I might add that extensions of remarks can be 
made and some further additions. 

(Whereupon, at 12:30 p.m., the hearing was adjourned.) 
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